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AMERICA ALWAYS OUTPERFORMS ITS PROMISES 


We grow so fast our goals are exceeded soon after they are set! 


7 BIG REASONS FOR CONFIDENCE IN AMERICA’S FUTURE 


Four million babies yearly. | 


1. More People 


tion has doubled in last 50 years! 


|. S. popula- 

And our prosperity curve 

has always followed our population curve. 

2. More Jobs—Though employment in some areas has fallen 

off, there are 15 million more jobs than in 1939—and there 

will be 22 mi!lion more in 1975 than today. 

3. More Income—F amily income after taxes is at an all-time 

high of $5300—is expected to pass $7000 by 1975. 

4 More Production—U.S. production doubles every 20 
ars. We will require millions more people to make, sell and 
stribute our products. 

More Savings — Individual savings are at highest level 
er—$340 billion—a record amount available for spending. 


6. More Research — $10 billion spent each year will pay off 
in more jobs, better living, whole new industries. 


7. More Needs—In the next few years we will need more 
than $500 billion worth of schools, highways, homes. dura 
ble equipment. Meeting these needs will create new oppor 
tunities for everyone. 


Add them up and you have the makings of an 
other big upswing. Wise planners, builders and 
buyers will act now to get ready for it. 


FREE! Send for this new 24-page illustrated 

booklet, “Your Great Future in a Growing oe a 
America.” Every American should know these come 
facts. Drop a post card today to: THE ADVER- 
TISING COUNCIL, Box 10, Midtown Station, 
New York 18, N. Y. 


Growing America 


This ad sponsored by Gulf Oil Corporation, Pittsburgh, Pa. 
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Southern California 









Edison Company 







DIVIDENDS 
The Board of Directors has 








authorized the payment of 
the following quarterly divi- 
dends 







ORIGINAL PREFERRED STOCK 
Dividend No. 197 
60 cents per share; 































CUMULATIVE PREFERRED STOCK 
4.32Y_ SERIES 

Dividend No. 46 

27 cents per share. 












Che above dividends are pay 
able September 30, 1958, to 


r kL} lder 2 
stockholders of record Sep 







tember 5. Checks wall be 





mailed from the Company 
fice in Los Angeles, Sep 


tember 30. 







P.C, HALE, Treasures 






August 21, 1958 





SUNDSTRAND 





SUNDSTRAND 


MACHINE TOOL CO. 


© 
DIVIDEND NOTICE 


The Board of Directors de- 
clared a regular quarterly 
dividend of 25¢ per share on 
the common stock, payable 
September 20, 1958, to 
shareholders of record 
September 10, 1958. 
G. J. LANDSTROM 


Vice President-Secretar) 


y, 


Rockford, ll:nois 
August 19, 1958 
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All the comforts of home 


A little bit of home flies with you when you take a trip task—for during the last 23 years more scheduled revenue 
on one of today’s modern airliners. The friendly com- airline miles in the United States have been flown with 
forts . . . the small but important needs . . . are graciously Texaco Aircraft Engine Oil than with all other brands 
and thoughtfully provided. No wonder so many people combined. 
are flying. 
Last year, America’s airliners carried more than 42,000,000 TH x A {> O TEXACO 
passengers a total of 25 billion miles. Providing the fuels 

PROGRESS AT YOUR SERVICE 


and lubricants to make this possible has been a big job for 
THE TEXAS COMPANY 


the petroleum industry. Texaco is proud of its part in this 





venue 
n with 
brands 








THE 


C. G. Wycxkorr, Editor-Publisher 
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1907 Our 5lst Year of Service + 1958 


The Trend of Events 


OUR PERFECT DETERRENT TO WAR... Rear Admiral 
Hyman Rickover placed the importance of the 
“Nautilus” and “Skate” voyages under the North 
Pole in true context when he epitomized: “The 
nuclear submarine is not a new submarine, but 
a new weapon.” It is the first major defense-retalia- 
tory stroke which so completely caught Russia with 
its iron curtain down that it had no time to invent 
a “first” in point of time. Obviously it had a stun- 
ning effect on the Kremlin. It was a major feat of 
navigational science when the “Nautilus” crossed 
from the West to the East; it was slightly less-than- 
subtle when the “Skate” moved on timetable from 
East to West — to come up at Russia’s front door! 

What goes on behind the closed doors of Congres- 
sional appropriations committee hearings can only 
be speculated. The printed transcript of the most 
recent one indicates “off the record” discussions at 
several points when Rear Admiral W. J. Marshall, 
deputy chief of naval opera- 


pose became clear Aug. 16, when the “Seadragon” 
became the seventh Navy submarine to roll off the 
ways. A few days later the giant (6,000-ton) 
Triton was launched at the yards of Genéral Dy- 
namics Corp., at Groton, Conn. There are 33 nuclear 
submarines in the current program, including the 
“Nautilus” “Seadragon” and “Skate.” The “Sword- 
fish” is ready for launching almost any day. 

Submarine construction wisely is distributed be- 
tween Navy Yards and private facilities. In addi- 
tion to General Dynamics, companies holding sub 
construction contracts include Ingalis Shipbuilding 
Corporation, Pasagoula, Miss., Newport News Ship- 
building and Drydock Company, Newport News, 
Va., and New York Shipbuilding Corporation, 
Camden, N. J. 

Admiral Rickover has spoken prophetically in the 
past in the field in which he holds undisputed mas- 
tery. His record gives added weight to his comment 

on the potential of nuclear 





tions, was testifying on sub- 
marines in general and ‘“Po- 
laris” in particular. But some 
of the mystery cleared when 
Congress just about doubled 
the allowance for sub con- 
struction. The 1958 Fiscal 
Year program already had in- 
cluded one large submarine to 
be built at Portsmouth Nava! 
Shipyard; the type and pur- 


tomorrow’s 
regular feature. 





We call the attention of the reader to 
our Trend Forecaster, which appears as 
a regular feature of the Business Ana- 
lyst. This department presents a valu- 
able market analysis of importance to 
investors and business men. To keep 
abreast of the forces that may shape 
markets, 


powered undersea weaponry: 

“The trips of the Nautilus 
and the Skate show that we 
now have a large area of the 
world in which we can wage 
war. We are now able to put 
missile-carrying submarines 
under the polar ice — the ice 
this extends down about an aver- 
age of 30 feet — and hides 
these submarines and their 


don’t miss 
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missiles. If anyone dares to declare war on us, and 
even if he was successful in wiping out our whole 
country, he himself would be inevitably destroyed, 
because he could never locate the submarines. He 
knows, too, that these subs can fire atomic missiles 
on him. The significance of these voyages is that 
they may herald for us a perfect deterrent for war.” 

We would congratulate Rear Admiral Rickover 
on his new elevation in office, but we think it far 
more apt to congratulate the people of the United 
States on having in their service a man of such 
genius and high character. And we enthusiastically 
applaud President Eisenhower’s appointment of 
Rear Admiral Rickover to represent him in wel- 
coming the home-coming crew of the “Nautilus.” 
It is a well deserved honor and will be so acclaimed 
by the great mass of people of this nation. 


“NEVER GIVE IN! — Never, Never, Never, Nev- 

er — in nothing great or small, large or petty — 

never give in except to convictions of honor and 

good sense’”’ — (said Winston Churchill at Har 

row School, on October 29, 1941.) 

It was this indomitable spirit that made Churchili 
great — that inspired the people of Britain to carry 
on and fight after Dunkirk to the victory that Chur- 
chill called “our greatest hour.”’ No one can crush a 
nation that refuses to accept defeat. 

This kind of courage has always made men in- 
vincible — enabled them to accomplish the impos- 
sible. To us it exemplifies the “Spirit of 1776” — 
without which there would have been no United 
States of America. For the thought of defeat was 
alien to George Washington, and he succeeded al- 
most by a miracle because the inspiration of his 
courage, his stamina, so impressed the Redcoats with 
our will to victory, that their own efforts were 
weakened. Even during the dreadful days of Valley 
Forge there was no thought of surrender. 

Certainly the psychology of surrender is out of 
place today, at a time that calls for fight, fight, 
fight — and never, never give in. The report that 
a research study had been made and published on 
the “strategy of surrender” by the United States 
to Russia or to any other country, is appalling — 
inconceivable. No wonder President Eisenhower 
was horrified, because even recent history is full 
of examples of what a single idea, expressed by a 
dynamic personality with the machinery for influ- 
encing thinking, can for good or ill affect the lives 
of an entire nation, as in Hitler-Germany and Stalin- 
ist-Russia. 

Dwelling on destruction brings destruction. You 
cannot fight toward victory and think in terms of 
surrender at one and the same time, for instead of 
confidence and faith you are visualizing disaster. 

Those who conceived the idea of preparing a “‘sur- 
render study” must be old men, thoroughly disil- 
lusioned, and to whom life under the Russian com- 
missars would be of short duration anyway. Or 
perverted minds who, rather than correct govern- 
ment decadence at home, are blind enough to be 
willing to try anything — or those who have always 
been “pinkos” and impractical idealists. 

In time of war such an effort would have come 
pretty close to treason. In these sophisticated times 
it sounds more like the work of propagandists — 
the same kind of individuals who use generalities to 
try and make us believe that Russia is importantly 
ahead of us in this or that field, to show why they 
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are going to be able to conquer us. 

Russia has succeeded so well despite the greatest 
handicaps — the lack of administrative, economic 
and financial brains in her early days that continued 
for many years — because her dedicated leadership 
persisted in their goal despite the failure of one 
five-year plan after another. 

Yet, although we have everything, some in this 
country are ready to throw in the sponge. We cou!d 
do without this type of pseudo intellectuality in th's 
world of revolutionary movement, and can frustrate 
their plans by keeping our feet on the ground and 
using common sense under dedicated leadership that 
is courageous and strong. We have the means — the 
money—and the creative power. And the right kind 
of brains and administrative capacity are availabe 
if given the opportunity to do the job forcefully-- 
by men who have faith in the great future for ovr 
country which has not diminished. 


WHILE UN TALKED NASSER MADE HAY... And no 
the adoption of the Arab Plan gives Nasser anothe 
victory. 

While the delegates were debating on, he w: 
busy lining up Kuwait and Saudi Arabia, so thit 
come what may, he would emerge as the leader « 
the Arab League, enabled to extend and solidity 
the power of his United Arab Republic. 

It was interesting to read that the resolutic: 
unanimously approved was accepted by the We 
as renewed assurance from the Arab states thi: 
the League would not interfere with the individual 
governments — something which one must accejt 
with a grain of salt since it is the avowed purpose 
of Colonel Nasser to build a vast Arab Empire with 
himself at the head. 

As far as oil is concerned, whether the West has 
a bargaining point as the most substantial market 
for Mid East oil is a moot question. Maybe even 
just wishful thinking, for the Arabs are realists 
and not likely to be put off in their demands for a 
larger share of revenue in the face of competitive 
bidding at the 75-25 level on new oil development 
contracts. And, regardless of existing agreements, 


— —s 77 = 


-- = 


they are bound to demand a revision that will in- | 


sure their receipt of a greater slice of oil income. 
In fact, little Syria, across whose country Saudi 
Arabian oil is carried 79 miles by U. S.-owned Tap- 
line (Trans Arabian Pipeline Co.) is now expressing 
dissatisfaction and making new revenue demands 

One of the interesting phases in this situation is 
that the United Arab Republic, supported by the 
oil-rich states, should be able to carry on a great 
plan of economic rehabilitation in the Middle East 
out of their own funds, without calling upon any 
outside country for assistance. 

Outside of Egypt the populations of these Arab 
states are small. But how long can we expect a 
do-it-yourself project to continue with so many 
hands accustomed to receiving hasheesh. We can be 
sure the various governments, hating to spend their 
own money, will find some means for putting the 
bite on the West. 

That is one of the basic difficulties with which 
the Western mind has to cope — for the guile of the 
Arab world, which is necessary for their survival. 
and over centuries of practice became a fine art — 
is their most potent weapon in confounding their 
opponents at the bargaining table. 

(Please turn to page 652) 
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By Jim Butler 


WHO THREW THE OVER-ALLS IN KHRUSHCHEV’S CHOWDER 
—WAS IT MOLOTOV? 


Dp" Khrushchev spoil his own stew by demoting 
* Molotov to the post of Ambassador to Outer 


M ngolia, close to the ear of Mao Tse-tung? 

‘or according to the latest report, the former 
Scviet premier visited with the Red Chinese leader 
shortly before Khrushchev was summoned to Pei- 


Mao would have hot-footed it 
but now it 


ping. One year ago, 
over to Moscow at the first suggestion, 
is the great Khrushchev who 


blending the Nations of a troubled world, when he 
offered his atoms-for-peace proposals. 

And although there was no question about re- 
linquishing any of the habiliments of sovereignty, 
for none was involved, the Russians obstructed the 
plan to advance peaceful uses for nuclear energy 
that would have helped so much to bring peace to 
the world. If the President’s proposal had been ac- 

cepted then, the current exist- 





is on the jump. Since then 
<ita has behaved like a man 
distraught. 


Vhen his Summit Confer- 
ence letters began, a confident 
Khrushchev was ready to go 
anywhere for a big power con- 
ference — and was against the 
Eisenhower suggestion of a 
broad international one — any 
type of United Nations Confer- 
ence. Finally he made an about 
face, and met the Eisenhower 


proposal, but demanded the 
right to draft the agenda — 
decide who would be present 
run the show. 

But on his return from Red 
China, his answer was an un- 
certain “nyet” he would 
not attend personally. Yet, 
without fully agreeing, he sent 
a Russian delegation, headed 
1% Gromyko, to battle it out 
with the other top represen- 
) tatives of the various govern- 
ments at the United Nations. 
Something plenty serious hap- 
pened in the interim to put the 
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ing tension could have been 
prevented. 
On the background of this 


earlier proposal is etched the 
picture of today’s happenings. 
President Eisenhower’s new 
program is one with which no 
political leader can quarrel, ex 
cept at the risk of being labeled 
an aggressor. There was no se- 
cret about what General Eisen- 
hower would propose. It was 
available in advance. The Rus- 
sians knew it. Andrei Gromyko 
knew when he left Moscow 
exactly what he would have to 
meet. Any one reading his UN 
speech would note that the old 


shibboleths of condemnation 
for the United States were 
present, but a flat rejection 
was avoided. In fact, discus- 
sion of the issues was side- 
stepped. 


Why this sudden change on 
the part of Moscow? Has the 
Kremlin found itself in the 
middle—for the first time—in 
the game of international poli- 











Soviet boss into such a state — tics? Is Russia in need (per- 

of vacillation. Minsitiessen ects haps desperately so) for tan- 
The trails begin in widely gible results to flow from the 

separated parts of the world, but they come together General Assembly session? 

in a single conclusion: Russia is no longer having In the Middle East, Colonel Nasser has blasted 

her own way and Khrushchev finds adjustment any hope Khrushchev may have entertained that 





hard to make. 

Out of the welter of debate, intrigue, and diplo- 
matic sparring that centers in the big UN building 
but with tentacles reaching into every corner ot 
the globe, certain impressions are beginning to 
emerge. They must be called “impressions” because 
Sweeping positive action seems not likely to be the 
end product of the conferences, although the U. S. 
proposal now seems to be taking hold. 

Once before, President Eisenhower journeyed to 
the UN assembly hall to provide a catalyst for 


AUGUST 30, 


1958 


the Egyptian strong man would bend his knee to 
the communists. Nasser is an opportunist, political 
and otherwise. Of course he would accept Russia’s 
aid, but first he cut the strings. The Kremlin could 
hardly miss the implications. 

What is happening is best read between the lines 
of the news stories coming out of United Nations 
headquarters. Country after country has been sub- 
scribing to the program laid down by Ike; where 
there has been reluctance to come out boldly in 
favor, there has been a_ (Please turn to page 650) 
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The business recovery is coming along at a 


Consolidation or Further Advance ? 


good pace, but the stock market has run 


well ahead of it, spurred by speculative fever and exaggerated emphasis on inflation. More 


correction seems needed avd might be provide 
to recommend careful discrimination in portfol 


d by a phase of consolidation. We continue 
io management. 


By A. T. MILLER 


A, is always so after a dip and before it 
has been fully made up, the present performance 
of the stock market is indecisive. It leaves open 
questions, to be answered in coming days or 
weeks,(1) whether moderate reaction reestablished 
a sufficiently solid technical position;(2) whether 
the strong April-August rise, which reached a stage 
of feverish enthusiasm in July and early August, 
can be resumed and extended in significant degree 
any time soon;(3) or whether the market has begun 


a consolidating phase of some duration in which 
movement of the averages will be restricted, wi h 
the behavior of individual stocks quite mixed. 

The logic of the situation would seem to argue fur 
consolidation, while improvement in_ business 
activity and corporate earnings at least partially 
catches up with the market. It seems to argue 
against either a wide decline or an autumn duplica- § 
tion of the markets excited summer performance. 
But whether the inflation “mania” and speculative 
imagination will permit logic to prevail 
remains to be seen. 





MEASURING MARKET SUPPORT 


THE MARKET IS A TUG-OF-WAR 


PRODUCES THE FLUCTUATIONS’ THE MAGAZINE OF WALL STREET 1909 


CONSTANTLY SHIFTING SUPPLY & DEMAND 





The Recent Pattern 


For the moment at least, the general 











MEASURING INVESTMENT 
AND SPECULATIVE DEMAND 













35 TTTTT TTT IT Tide B50 mood is more sober. On balance, the 
TRERSESIES "acne ies Eee Ji Ch market lost a little ground over the last 
: at Rising Prices K\\ fortnight, with trading volume — re- § 
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NOM ttt et at Declining Prices = -+-+-4+-+-+-4 210 part of the market’s net gain from the | 
1957 lows came in the April-August 
190 190 phase: the period in which hopes for 





a turn from business recession to a re- 
covery cycle were confirmed; the period J 
in which investment-speculative confi- 
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dence in the future mounted progress- f 
ively; the period of mushrooming em- § 
phasis on the inflation threat... and 
recently by some covering of short 
positions as revealed by short interest 
figures published last week. 

Measured by intraday highs and lows, 
the Dow industrial average rose 77.19 
points between April 7 and August 11, 
then sagged 15.62 points to August 18. 
While by no means great, the latter cor- 
rection was sizable, amounting to can- 
cellation of about 20% of the preceding 
leg of advance. For rails, the rise was 
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34.48 points, the reaction 
6.38 points, the retrace- TREND INDICATORS YEARLY RANGE 1948-1957 
ment about 18.5%. At the onstiiie 

s suUDS V enn 
=, gg a ne Mg i THE MAGAZINE OF WALL STREET a 

’ ne b 300 COMBINED STOCK 

age got to 509.66, rails to 340 
133.79. The August 11 in- - 
traday highs were 514.44 os 
and 134.48, respectively. ; 

‘he less ebullient per- . 
formance could, of course, a5 ty al 
be explained by technical = sa tr tas tn De att Ht hy 
considerations alone, since “ mM 
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terruption. But the Federal ssp ea 
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mirgin requirements, the 125 nr 
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and the open-market policy sth 4 eee 
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writing, it has warned 105 
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table” inflation, and will ° 
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possible risk of putting 
brakes on the business re- 
covery. The fact that the 
policy shift comes so early in a recovery cycle can 
be taken as emphasizing the Board’s concern and 
determination. 

\s to how it may work out, only time will tell; 
and considerable time will be required in any event. 
Monetary management is not a precise, foolproof 
control. The Reserve can “lean against the wind”’ 
for fairly extended periods before it changes di- 
rection; and, when it does, there is always some 
question whether it would or would not have changed 
anyway, since excess ends in a top-heavy situation. 
Of course, there is no excess in business now. What 
there is of it is in the stock market, in inflation 
“psychology”. in Federal deficit spending and in 
the wage policy of the labor union monopolies. 

With money rates headed upward, the genera! 
rise in investment-grade income stocks has been 
halted, regardless of exceptions among some in.- 
dividual issues here and there. High grade bonds 
and preferred stocks have declined, the latter to 
new lows. The Dow utility average is off a little 
over 3% from the high point recorded July 11. 
Contrasting with that, many low-priced — and 
low-grade — speculative stocks are in avid de- 
mand. On average, the quality of present upside 
leadership among active stocks is poor. 

Measured by such traditional yardsticks as price- 
earnings ratios, dividend yields and the ratio of 
the latter to bond yields, stock prices are high. 
After less than 11 months of zig-zag rise in stock 
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business 


prices and about 4 months of 
the industrial stock average is at a level of valua- 
tion commonly attained in the past only at advanced 


recovery, 


stages of protracted bull markets, usually with 
business at a boom level. 
We have this novel situation because, in the 


simplest analysis, the average individual investor 
and the fund managers so far remain more in- 
clined to hold or buy stocks than to sell. They 
are right in allowing for coming improvement in 
corporate earnings, probably wrong in expecting 
too much of it too soon. The consensus on future 
inflation probably is wrong as regards degree, speed 
and results. The latter can include a profit squeeze. 
There is no prosperity in inflation — but investors 
are not thinking of that now and what they think 
makes the market. 


Uncertainties Will Persist 


In terms of real power, the West is now through 
in the Middle East. We have worries as to what 
Nasser may do, and as to what a harsh and em- 
boldend Red China may do. But Khrushchev also 
could well be uneasy about these matters, plus other 
pressures facing him. It is at least a possibility to 
keep in mind that he might be driven to a tension- 
reducing, arms-cutting accommodation with the 
West. That would be to the good — but the oppo- 
site of inflationary. Monday, August 25. 
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PROS and CONS 
of INFLATION 


by Roger Wallace 


¢ 


= 


T HE current widespread emphasis on the danger 
of inflation, following hot upon the heels of 
equally widespread concern over general business 
recession and high level unemployment, has left | 
many business men and investors uncertain as to 
whether they are going or coming. 

If one were to believe all that he heard and saw, 
he might well be convinced that the recession now 
is a matter of history and that the major problem 
now tacing the United States is the threat of a 
galloping and devasting inflation. 

Patently, this is a “psychological quick switch”, 
and should be evaluated as such. While one cannot J 
ignore or belittle the inflationary stimuli in the cur- J 
rent economic situation, neither can one ignore t a 
recessionary and deflationary aspects. 


Inflationary Rumblings 


Last Spring — long before the flareup in the 
Middle East and the markups in the prices of steel 
and some nonferrous metals — there were many 
in Wall Street who began to suggest that the steady 
advances in the price of securities might reflect fear 
of inflation on the part of some investors. The gen- 
eral business news still was sour, and there had to 
be some explanation for the rise in stocks, inj 
the absence of favorable business news. c 

The power of suggestion is strong. It is doubtful 
that, at the time, there was any considerable number § 
of investors who were buying securities for any] 
other reason than that they considered them low- 
priced. 

However, the idea “caught on’’, even though it] 
is difficult to establish proof for the often-repeated 
contention that securities represent a_ perfect] 
“hedge” against inflation. The Iraqi revolution and} 
resultant heightening of international tension touch- 
ed off advances in some of the primary commodity J 
markets and, shortly thereafter, a number of manu- J 
facturers decided that this was a “good time” to 
announce price markups that had been pending. 

Recession news gave way in the press to “an- 
alyses” of the dangers of inflation. The Federal! 
Reserve Board, apparently desirous of halting the 
speculative advances in securities prices, raised mar- 
gin requirements from 50 to 70 per cent. Inflationary 
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talk persisted and President Eisenhower’s warning 
to management and labor of their responsibilities 
in preventing unwarranted price increases in goods 
was accepted as an anti-inflationary suggestion. 


Inflation Signals Lacking 


et with all of this talk of inflation going the 
rounds, it is extremely interesting to note that little 
or none of it has spread into the primary commod- 
it) markets, where the impact of oncoming inflation 
historically always has been felt first. 

n the commodity futures markets, the most sen- 
siive of all commodity markets, prices rose rapidly 
wen international tension heightened over the Mid- 
Eastern situation. Subsequently, however, prices 
retreated even more rapidly than they had risen. 

By mid-August, indices of futures prices had de- 

c'ined to near the low point of the year. 
Food prices, usually among the first to reflect 
neral inflationary tendencies, also have declined. 
Prices of scrap steel and secondary copper, up 
svarply at mid-Summer, recently have given up 
me of their gains. 
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ws 





possible in the face of high levels of unemployment, 
large supplies of goods, and industrial and agricul- 
tural capacity to overproduce. Be that as it may, 
caution obviously should be observed in assuming 
that the Federal deficit is “certain” to stimulate 
prices as has been maintained in some quarters. 


Recession Not Over Yet 


The recession cannot be spoken of in the past 
tense. There have been numerous signs of business 
revival. Some lines of industrial activity, mainly in 
consumer essentials, have registered improvement, 
sufficient to lift the Federal Reserve Board index 
of industrial production a few points from its low 
of last Winter. 

However, indications of broad rapid recovery are 
wanting, such as would be sufficient to restore indus- 
trial activity to the peak levels of late 1956. During 
July, as a matter of fact, employment registered 
less than the usual seasonal gain while unemploy- 
ment of 5.3 million had a smaller decline than is 
seasonally indicated at this time of year. 

These setbacks may 
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the current fiscal year, 

which may aggregate $12 billion to $13 billion, most 
certainly is inflationary in its implications. The 
estimated deficit will be the result of increased 
Government spending, primarily for defense, and 
reduced Federal income from taxes. 

If general business activity was at high levels, 
with unemployment at a minimum, and shortages 
existing in commodities and manufactured goods, 
we would have no difficulty whatsoever in believing 
that a Federal deficit of this magnitude would touch 
off a fresh upsurge in the inflationary spiral. 

We are reminded, however, that huge Federal 
deficits — for that time — in the 1930’s failed to 
stimulate the general commodity price level to any 
appreciable extent, due to the very high level of 
unemployment, and greatly reduced income. 

There have been occasions since the end of World 
War II when the price level declined in the face of 
moderate-sized Government deficits. 

Some economists maintain that inflation is im- 
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background of the sur 
pluses, and the general business outlook. 
Wages and Productivity 


The failure of prices to decline to any appreciable 
extent during the recession, and indications of re- 
newed upward pressure on wages are considered by 
some as concrete evidence of strong inflationary 
tendencies in the economy. 

Actually, of course, prices of many manufactured 
items were lowered in 1957 and early 1958, but the 
reductions were not “official” and hence were not 
reflected in the Bureau of Labor Statistics price 
indices. 

Upward pressure on wages, checked to some ex- 
tent while general industrial activity was sliding 
steadily downhill in 1957 and early 1958, has stim- 
ulated fears of resurgence of the wage-price spiral. 

It should be remembered, however, that increases 
in wages are only inflationary when they exceed 
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increases in productivity. There is evidence that, in 
the past year and a half or so of shrinking earnings 
and rising unemployment, management has been 
able to reduce costs in most industries. It is highly 
unlikely, so long as unemployment continues large, 
that wage increases as a whole will outstrip in- 
creases in productivity. 

If business activity were to rise very sharply 
from here on, with unemployment reduced to a 
minimum, there would be reason for grave concern 
over “wage-price inflation.” But, such a sharp rise 
in business does not seem to be in the cards. 


The Balky Consumer 


Consumers, quite contrary to the impression creat- 
ed by some business “analysts” who do not seem to 
have bothered to check the official data on retail 
trade, are not off on another spending spree. Quite 
the contrary. 

Total retail sales, adjusted for seasonal variation, 
showed improvement 
in April and May over 


Pentup consumer demands, created during the 
serious business depression of the 1930s and during 
World War II, could not have been met without 
sharp expansion in the use of consumer credit. The 
accumulated debt late in 1957 stood at over $33 bil- 
lion, representing approximately 11 percent of dis- 
posable income. 

Since the early part of 1956, however, consumers 
seem to have begun to back away from the use of 
credit. For almost two and a half years, they have 
displayed an increasing tendency to reduce their 
outstanding indebtedness at a more rapid rate than 
they took on new indebtedness. In recent months, 
repayments have exceeded new credit extensions, 
with resultant modest decline in total outstanding 
indebtedness. 


Rising “Service” Costs 


This is an extremely important trend, which thus 
far seems to have attracted less attention than 't 
merits. 

It well may be thet 
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the reduced levels reg- s many consumers, now 
istered in February Consumer Prices that their pentup 
and March. needs are filled, have 
A good part of the 150 little or only limited 
severe contraction in need to use credit. 
retail business in Feb- SERVICES There is at least the 
ruary and March was suggestion here thit 
the result of heavy the very high level 
snowstorms and the 8 125- _ postwar production 
decidedly adverse com- " NONDURABLE GOODS ye and sales of consumer 
bination of a late $ Seed (end feed) ™ — durables represented 
Spring and an early i ‘Teunee a phase that is past, 
Easter. To some ex- o a eh and that consumer de- 
tent, at least, the pick- se mand for durables for 
up in sales in April 3 some years to come 
and May reflected de- = 100 4 7 may be on a more sub- 
ferred business. SPORES GOCSS dued basis. 
Seasonally adjusted If there is anything 
retail sales in June de- at all to this, it cer- 
clined a little from tainly is not inflation- 
May, and a further ary. 
slight decline was reg- 79 Ltt C poder Consideration also 
istered in July. The 1953 1954 1955 1956 = 1957 1958 must be accorded to | 
contraction in sales END OF QUARTER MONTHLY the large and steadily 
during July, even increasing “bite” that 
though very smail, is consumer services are 
particularly significant since it occurred at the taking from income. In the past ten years, it is cal- 


height of the Middle Eastern crisis. 

Most certainly, the official Department of Com- 
merce data on retail trade do not bear out the im- 
pression created in the daily press that the general 
public is alarmed over the prospect of inflation. lf 
consumers were alarmed, they would be stepping 
up their buying. 

At times, one is almost forced to the conclusion 
‘that some publicity men are hopeful that their 
constant emphasis on the “dangers of inflation” 
will alarm sufficiently to touch off a wave of scare 
buying and lift us out of the recession thereby. 


Credit Use Curbed 


To no inconsiderable extent, the postwar boom 
in consumer durable goods and resultant upward 
pressure on the price structure was due to the use of 
consumer credit on a large and unprecedented scale. 
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culated, the percentage of disposable income taken 
by services has jumped from 30 percent to over 36 
percent. In money it actually equals much more 
in the light of the greatly increased incomes over 
the past decade. 

The sharp rise in the cost of services, most of 
which are indispensable, has far outrun the rise 
in the cost of consumer goods in recent years, and 
has been one of the important factors in the steady 
advance in the Bureau of Labor Statistics ‘‘Con- 
sumer Price Index”, (more generally known as the 
“cost-of-living index’’) and this has distorted con- 
clusions to be drawn. 

At present levels of disposable income, the rise in 
the service bite to over 36 percent as compared 
with only 30 percent ten years ago means that 
consumers have $19 billion dollars less to spend 
annually for goods. 

In the second quarter 
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N Part I of this report, 

last issue of The Magazine of Wall Street, we 
called attention to the fact that the second quarter 
of 1958 was considerably better than most econo- 
mists—and indeed most business executives—had 
expected. Now that the vast majority of reports 
are in, this early trend has been fully confirmed. 
In brief, the findings are that America’s industrial 
corporations earned far less in this year’s second 
quarter than in the comparable period a year ago, 
but as many as four out of every five companies 
reporting either equalled or exceeded their showing 
for the first quarter of this year. 

Thus, it is apparent that although the economy 
is not yet out of the recessionary woods, at least a 
temporary low has been established. Nevertheless, 
investors would be wise to avoid complacency in 
view of several important factors that stand out 
glaringly when the broad mass of corporate state- 
ments are subjected to close scrutiny. Among the 
most important are the following: 

1.) Despite numerous cuts and omissions, corp- 
orations paid out dividends at a near record annual 
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rate of $12.5 billion in the first six months of the 
year. This massive payout equalled 80 per cent of 
reported earnings, which is the highest ratio of 
dividends to earnings since the depression days of 
the thirties. Several factors combined to encourage 
managements to maintain payments at this _—_. 
tionally high level, but the plain and simple fact 
remains that such a rate cannot be sustained for 
long. 

2.) In a large measure, dividends have been main- 
tained because cash needs were less in the first six 
months than in previous years. Higher deprecia- 
tion charges have improved cash flow, while substan- 
tial inventory reductions and smaller outlays for 
capital improvements have conserved cash. As a 
result, many managements have been willing to 
overlook poor earnings on the assumption that the 
balance of the year will witness a return to normal 
profitability. 

3.) But it must also be pointed out that retained 
earnings in the first half were at an annual rate of 
only $3.5 billion, compared with $10 billion a year 
ago. Unless, therefore, there is a substantial im- 
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provement in the balance of the year, many dividends 
will have to be pared regardless of improved liquid- 
ity. For out of such meager retained profits, indus- 
try cannot finance new inventory building, embark 
on a new round of capital expansion, and also main- 
tain dividends, unless profits pick up sharply. 

These are the stark realities that the stock market, 
infatuated with the siren song of inflation, is ignor- 
ing as speculators vie with each other for the dubi- 
ous distinction of bidding prices up out of all 
proportion to reasonable earnings and dividend 
prospects. They read the reports of better earnings, 
but they do not see the distortions that may make 
inflation a-painful, rather than a rewarding experi- 
ence fer industry. For when the cost of “corporate 
living” goes up it is labor, raw materials and trans- 
portation media that reap the large rewards. Profits 
and dividends get the last crack at the sharply 
deflated sales dollar. 


Little Progress in Cost Control 


Analysis of second quarter reports provides an 
excellent clue to the difficulty corporations will have 
in returning to former profits levels. Almost without 
exception some slight evidence appears that costs 
have been brought under moderate control, but 
profit improvement in almost all cases was more the 
result of sales increases than cost reductions. A 
notable exception is the steel industry where it has 
become apparent that break-even points have been 
brought down to around 50 per cent of capacity 
for the major producers. But this is not the rule. 
In most industries sales have to bound along faster 
than cost increases if adequate profitability is to be 
maintained. 

An excellent example is the farm equipment in- 
dustry. Until this year, these machinery makers had 
been wallowing deep in their own private recession 
while the rest of the economy was enjoying unprece- 
dented boom. With sales on the upgrade now, 
profits are improving substantially but it is ap- 
parent from close analysis that earnings will slip 
quickly if the rapid pace of sales increases slows 
down. 

Deere & Co., for instance, which enjoys one of the 
most enviable reputations in the field, scored a 
healthy 14 per cent advance in sales over the second 
quarter of 1957. Increasing costs however, kept the 
profits advance to the same proportions, with per 
share net increasing to $1.68 from $1.46 a year ago. 
In other words, profit margins remained exactly 
the same regardless of the sales improvement. By 
contrast, the recession has demonstrated painfully 
that sales declines are accompanied by much sharp- 
er drops in earnings for the vast majority of corp- 
orations. Even industrial giants have demonstrated 
that earnings pick up much slower than they recede. 

U.S. Gypsum, recognized as one of the best man- 
aged corporations in the country was actually able 
to better its sales record slightly in the second quar- 
ter, to $66.1 million compared with $64.2 million a 
year ago. Nevertheless small increases were not 
sufficient to offset constantly rising costs, and pro- 
fit margins slipped to 14.6 per cent from 16.4 per 
cent a year ago. As a result, net per share eased 
to $1.19 from $1.30. Considering the enormity of 
the construction boom now well underway, U. S. 
Gypsum should have little difficulty improving its 
earnings in coming months, but the fact remains 
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that improvement is slower than deterioration. 
Some Stable Profit Margins 


Of special interest to investors, in light of the 
profit margin difficulties companies have been ex- 
periencing recently, should be those few corpora- 
tions that have been able to maintain remarkably 
constant margins regardless of the level of sales. 
For there is no better way to measure a company’s 
ability to hold costs in line. 

Minneapolis-Honeywell, a major electronics pro- 
ducer and one of the highest rated growth stocks, 
indicated in the past six months some of the reasons 
it is held in such high esteem. A year ago secon: 
quarter sales of $81.8 million led to profits of 76¢ per 
share, for a profit margin of 6.1 per cent. In the 
sharply depressed first quarter of 1958, sal- 
dropped to $73 million, but profit margins were 
relatively steady at 5.8 per cent. By the secon 
quarter of this year, on sales of $77 million profi 
margins were back to the levels of a year ago, ani 
the dip in earnings to 67¢ per share was propor 
tionate to the drop in sales. It should also be con 
sidered that the company was able to maintai) 
steady margins despite the disruptions of the de 
fense stretchouts that were still affecting results i 
the first quarter of the year. 

Compare this performance with that of Phillips 
Petroleum, major domestic oil producer. Since the 
second quarter of 1957 sales have been steadil: 
downward, but profit margins have fallen off eve: 
more sharply. A year ago sales equalled $276. 
million, profit margins were a respectable 9 per 
cent and net income came to 73¢ per share. In the 
first three months of this year sales had dropped 
to $261 million, profit margins to 7.8 per cent and 
earnings to 60¢ per share. But by the second quar- 
ter, although sales were falling at about the same 
rate, profit margins were still sliding, and at 6.) 
per cent gave rise to earnings of only 46¢ per share. 


Clearly, only a sharp sales upswing will help 
Phillips. 
Owens-Illinois Glass — This is another compan: 


which distinguished itself in the cost control fight 
Profit margins a year ago were 7.2 per cent on sales 
of $132.3 million. In the first quarter of this year 
the low point was hit when sales fell to $119 million 
and profit margins slipped to 5.5 per cent. But the 
company demonstrated dramatically that it had 
used the recessionary period to cut away dead wood 
and build a more profitable operational base. By the 
second quarter, sales were still behind the same 
period a year ago, but profit margins widened to 
7.9 per cent and earnings actually topped last year’s 
figures, $1.27 per share versus $1.23. 


Lower Profit Margins Ahead 


Despite the few notable instances, however, the 
recession provided little respite for harried corpo 
rate managers seeking ways and means for con 
trolling costs. Indeed, some corporate executives are 
admirably candid in their statements on the prob 
lem. Thus George Spatta, President of Clark Equip- 
ment, a major materials handling producer statec 
frankly in his second quarter report to stockholders 
that, “. . . we should reach a satisfactory sales vol 
ume for the year. Profit margins, however, are 
likely to be down as compared to the average of the 
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Quarterly Sales, Profit Margins and Earnings of Selected Companies 
ae — Second Quarter 1958-—— -——— First Quarter 1958 ime ae Second ‘Quarter 1957 —— 
ho profit - Soles Profit Per ieee Profit Per 
(Millions) Margin Share (Millions) Margin Share (Millions) Margin Share 
Allied Chemical Corp... $ 166.4 5.1% $ .87 $ 148.8 4.5% $ .68 $ 183.6 6.5% $1.22 
American Broke Shoe ...................+. ad 34.4 4.0 972 37.3 2.7 65 5.10 5.7 1.82 
IE TI: sctecininnccsensnenvesmnnete 249.4 4.4 67 220.1 3.2 Al 258.7 5.3 84 
American Machine & Fdry. ........ 49.6 3.5 56 51.3 5.3 82 66.9 3.4 1.06 
I TI nceectictnennencenernsccsasncssiense 278.8 5.2 2.13 247.0 5.0 1.79 280.4 4.3 1.90 
RTD THEI ccecccncensscietcicesnnserentinnase 47.0 d.5 d.05 49.3 1.4 13 53.9 3.4 .36 
Eee: 5.4 79 142.9 6.4 75 282.6 6.7 1.33 
OE ene 99.5 2.9 47 92.5 2.1 33 95.0 5.0 81 
IS TIT citesiiastnininnsioinninicesniiensianiisaineieiniin 506.0 5.7 61 497.5 49 52 687.2 7.3 1.09 
Brunswick-Baike Collender ...............0000+ 37.3 6.5 1.55 27.8 2.8 50 26.2 4.3 98 
Bs GR RD Ia ccntcccenereretennsensnvenomnccnosvens ; 54.0! 6.7' 1.19! 21.3- d15.7- d1.29 26.8 4 d.06' 
a 169.9 6.5 1.20 127.4 2.6 35 185.3 6.8 1.40 
EE TID naticnrtecsecnesensorsneneniesonees 36.3 4.5 69 28.2 3.5 42 42.5 7.3 1.36 
ID CINE nintcsscincstensicnitanntionsitncinin 60.1 6.5 43 71.2 4.4 35 93.8 7.2 74 
IE TID ectncanictiniennnnnincnnetintionniin 33.7 10.2 51 36.9 8.6 47 38.4 11.5 65 
ee 114.8 6.7 54 108.5 6.7 51 116.6 7.2 59 
IE Te Is  eacectvnncitesccinctecensintntnentainennationn 139.1! 8.5! 1.68 73.4- 5.8 56 122.1! 8.4 1.46 
General Amer. Transportation .............. 52.8 7.1 1.56 55.1 6.2 1.45 $3.1 8.0 1.78 
Gamer) TRARGID  oncreccccccvesccscecesssennssnsescescese 2,399.8 6.6 52 2,721.3 6.7 65 2,837.4 77 78 
I FTES | encscesercecineennsnienininiionnn 39.1 5.2 59 32.8 5.9 55 39.0 5.9 73 
I IIS ieccteeniineinnnntsnnsennes 48.6 13.4 70 42.8 13.4 .62 47.6 12.6 65 
International Harvester ...............0000 285.6! 4.3! 79 218.7- 3.1- 39 299.9! 3.6' 68 
ae 80.4 11.4 63 85.2 14.3 84 113.5 19.4 1.51 
NUE citavernitnsnsstsnnneninnesinneccuentavente 79.1 77 85 59.1 3.2 27 82.4 6.8 79 
Lehigh Portland Cement ...............c00000+ 22.1 12.6 .67 10.6 7.46 19 22.0 16.7 97 
SED Bi GING ceerencecceneenccnenscrmnnecssonninets 142.2 5.5 1.91 124.0 4.8 1.44 156.0 5.0 1.91 
Link Belt seihsetihiiahaaernaiseibacanaiiitinanianiennihbiinniti 36.2 3.7 74 35.8 3.7 71 45.2 6.3 1.54 
Re Te IID iasrciininsnieinnsinicieietinelinaiclannatiiinn 25.9 15.9 53 17.7 11.2 26 26.5 17.9 61 
PIIID: - secenversstensenccsnitniienenemninnns 58.0 4.2 47 53.5 3.7 39 64.8 5.3 67 
Minneapolis-Honeywell Regulator .......... 77.3 6.0 67 73.1 5.8 61 81.8 6.1 76 
Minnesota Mining & Mfg. ...........0000000 91.0 10.9 58 85.2 9.3 47 92.1 10.9 .60 
EES SRE Sre arena weinsinianninns 43.6 1.8 41 40.8 1.6 35 53.3 2.3 66 
| BET TIED sccsiishinindineisaensirennineniciniciscinisiainn 103.3 5.0 74 101.6 49 71 105.7 5.0 76 
National Cash Register .............:ccsese 97.9 3.6 51 92.4 3.9 52 95.7 4.5 62 
Mp GT iccasecccscscennscsessessncnsane 36.4 9.3 84 31.3 6.5 50 35.8 8.9 81 
| IEE CONNIE <ccccresishicinseiedninitinncesnianinnieiiceminias 120.9 9.9 98 101.9 8.7 72 133.8 11.5 1.27 
OS TE Oe TR 117.8 5.5 88 113.4 3.3 51 166.4 7.5 1.70 
ee 124.1 7.9 1.27 119.3 5.5 .80 132.3 7.2 1.23 
is MIE TE SEDI: sincrcncisnictsnnentionsenannsincntanien 40.3 15.5 1.27 42.8 16.7 1.45 38.1 14.4 1.12 
| PP FED BGR. cccnccsssenesensocnsenstneneonce 53.1 9.5 93 53.7 12.1 1.20 47.7 9.5 84 
| Phelps Dodge .......... 11.1 69 53.2 12.3 67 78.8 16.0 1.32 
Phillips Petroleum . 6.3 46 261.7 7.8 .60 276.7 9.0 73 
Philco Corp. ......... d.5 d.i3 74.0 d1.3 d.28 84.5 6 AW 
SEIT TREE sicsiessuuihclscahicaiceseeaehicleznicuistbishtinaliietbabiies 4.8 -63 408.6 6.4 87 435.3 7.0 1.12 
Standard Brands 2.7 1.05 132.7 2.8 1.11 126.1 2.6 95 
SY EINES. ~ cceisensemnennnnnmnnmssceimnenwensil 42.0 10.0 1.18 37.5 7.3 78 42.2 9.5 1.15 
PRIN TINA, - wskatiieinvsiassisssiiencnnsnepsedenencenniimsnsaein 19.5 6.5 .60 20.6 7.0 68 21.1 7.0 69 
Bs Fe IID csicscccneinsercenncesinennetinnennitions 66.1 14.6 1.19 56.4 13.5 94 64.2 16.4 1.30 
| Warner-Lambert Pharm. ...............0000000 38.9 5.8 85 41.9 8.0 1.27 38.5 6.1 91 
Westinghouse Airbrake  ..............eee 60.2 4.3 62 53.0 4.3 55 64.3 5.4 83 | 
Wrigley (Wm.) Jr. & CO. .....cccccccceeseeenees 23.5 11.3 1.35 20.8 12.7 1.35 24.0 11.7 1.43 
d—Deficit. *—Quarter ended January 31. 
1—Quarter ended April 30. —12 weeks. 
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past three years because of constantly rising labor 
costs and the highly competitive situation in the 
market place.” 

Such honesty with stockholders on the part of 
enlightened business executives does much to under- 
cut the “new era” psychology which insists that 
every economic cloud has a profitable silver lining. 
Moreover, none can accuse Mr. Spatta of sour 
grapes. His corporation is enjoying a smart upturn 
in sales, and although profits are still below a year 
ago, second quarter earnings of 69¢ compared very 
favorably with the 42¢ reported in the first period 
of the year. In addition, profit margins widened to 
4.5 per cent from 3.5 per cent, three months earlier. 
But Mr. Spatta is only too aware of how difficult 
it is to maintain these margins. 

In a similar vein, the management of International 
Nickel put its finger on the basic difficulties of doing 
profitable business today. Granted the company’s 
problems are somewhat unique, there is still an 
element of universality in Chairman John F. 
Thompson’s statement to stockholders that, “The 
production of nickel was the Company’s primary 
task during World War II and the subsequent period 
of emergency. Today, our principal task is fhe 
marketing of nickel.” 

To a greater or lesser degree this is true of most 
industries today. They must sell, not merely pro- 
duce—and aggressive selling involves costs in addi- 
tion to the high price of labor, transportation, 
materials and distribution. 

Moreover, many of the major companies that are 
most aware of this problem, make no bones about it. 
\Dow Chemical, for one, shook up the market for 
chemical stocks in mid-August with a forthright 
admission that business would not be: good for the 
balance of the year. Allied Chemical, similarly minced 
no words in its six months report to shareholders. 

The huge major producer of basic industrial 
chemicals suffered a sharp drop in earnings in the 
first quarter, and although both sales and earnings 
improved in the second period over the first, they 
were still well below year earlier figures. Sales feli 
to $166 million from $183 million in the same quar- 
ter a year ago, while earnings dropped away to 87¢ 
per share compared with $1.22. But of far greater 
significance than these raw figures is the comnany’s 
assessment of its own operations in the near future. 
Sales of new products will hold up well, but “It may 
be some time before demand for most large volume 
chemicals recovers sufficiently to absorb existing 
capacity.” 

Needless to say, what is true of Allied is equally 
true of other basic chemicals producers. No longer 
are our major companies mere order.takers. They 
have to go out to generate business. 





Some Bright Spots 


As in the first quarter of the year, however, a 
few industries continue to ply their own upward 
earnings course with apparent complete disregard 
for recessionary factors. Most distinguished among 
these groups are the drug and tobacco companies. 

American Tobacco, which until a year ago was 
trailing behind the rest of the industry, appears to 
have regained centro] of its costs and is now well 
on its way to complete earnings recovery. In the 
quarter just ended, in fact, sales failed to match 
the figures of a year ago, but profit margins 
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widened from 4.3 per cent to 5.2 per cent, and earn- 
ings advanced to $2.13 per share compared with 
$1.90 a year ago. 

Pfizer (Chas.) — Similarly, in the drug group, this 
company continues to pile improving quarters one 
on top of the other. Strong demand for the com 
pany’s products raised sales to $53.1 million in this 
year’s second period from $47.7 million a year ago. 
Earnings advanced proportionately as profit mar- 
gins held steady, and per share net was raised to 
93¢ from 84¢ in the same period of 1957. Despit« 
this excellent showing, however, federal actio1 
against Pfizer and several other major drug pro 
ducers injects a cloudy note into future operation 
that should not be overlooked by the careful stock 
holder. Drastic action will probably not result fron 
the current hearings, but persistent Congressiona 
and FTC pressure could play havoc with the indus 
try’s well-ordered price structure. 


Building Materials Looking Up 


Construction activity has been one of the princi 
pal props under the economy in the past six to eigh 
months, and this is beginning to reflect in the earn 
ings figures for major building materials companies 

Although sales were down from a year ago, : 
firm industry price structure helped Johns-Manville 
improve its earnings over last year. Sales were 
only $79.1 million against $82.4 million last year 
but profit margins rose to 7.7 per cent from 6. 
per cent and per share earnings of 85¢ moderatel) 
exceeded the 79¢ reported in the same period a yea 
earlier. 

But other signs of better conditions are als 
appearing in the building trades. Georgia Pacific’: 
earnings of 59¢ per share for the second quarte) 
were below last year’s even though sales about 
equalled the previous figures. The reduced price 
level for plywood was the principal culprit, but ir 
recent weeks this situation has begun to correct 
itself. Douglas fir, which had sunk to $64 per thou 
sand feet against a high of $72 has begun to incl 
up, and is now back to $69, with additional in 
creases probable. The result could be substantially 
better profits for both Georgia-Pacific and U.S. Ply- 
wood in the closing months of the year. 

On the other side of the coin, some badly de- 
pressed industries or companies show no signs, as 
yet of changing into more profitable clothes. 

Philco, with a deficit of 13¢ per share in the sec- 
ond quarter compared with an 11¢ profit last year 
is sinking deeper into the red, and several textile 
companies are still scraping bottom. 

American Viscose stumbled through what may be 
its worst quarter. Sales fell $7 million to $47 mil- 
lion, and earnings slid into the deficit column com- 
pared with a 36¢ profit last year. Prices are im- 
proving for many of Avisco’s products however, 
and the 50% owned Chemstrand Company has 
finally started to operate profitably, indicating that 
at least slightly better days may lie ahead. 


Summary 


The second quarter of 1958 was definitely better 
than the first, but several cautionary notes should 
be injected before investors assume that the worst 
is over. It may be, but for those who demand 
evidence, the (Please turn to page 648) 
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Loans and Credits vs. Grants 


— to get more mileage from our foreign aid dollars 


By James J. Butler 


{pm Was no sense in talking about loans and 
credits to the prostrated nations we set out to 
help when the Marshall Plan was adopted, or in the 
early days of MSA. The situation is different today. 
Any country (except the real under-developed) 
which has any ambition to get on its own feet would 
probably welcome repayable loans and credit; if 
they don’t, maybe its time we decided whether we're 
going to support them forever, or do some weeding. 
Congress having touched lightly on the project in 
the closing days of this year’s session will come back 
in January to meet squarely the question whether 
Marshall Plan and Mutual Security Agency methods 
have failed to live up to expectations and should be 
replaced by a system of loans and credits. Evidence 
has been piling up that we already have accom- 
lished most of the good that can flow from give- 
aways, that our “over-generosity” has_ backfired 
n some situations, and that no standard pattern of 
financial dealing with other nations is acceptable 
to countries everywhere. 
Congressional action will be based on a study 
ibout to be made by the U.S. National Advisory 
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Council on the wisdom of inviting other nations 
into a compact to provide long-term, low-interest 
development loans, repayable in “soft” currencies. 
Tentatively titled the International Development 
Association, the entity would be an affiliate of the 
World Bank—an institution whose lending powers 
are circumscribed by the requirement that loans be 
repaid in dollars. 

When the issue comes on for debate, our entire 
foreign fiscal policy will be re-evaluated. The odds, 
and the arguments, favor loans and credits. Govern- 
ment-backed private developmental ventures also 
have strong indorsement on Capitol Hill. This, to be 
sure, will mark another instance of “following 
Russia’s lead,” but it can be demonstrated that 
the United States in concert with other powers, or 
alone, can overtake the Soviet headstart and ultima- 
tely go far beyond anything the Kremlin would— 
or could—hope to do. 

The National Advisory Council study was in- 
dorsed in the Senate by a substantial vote but only 
after vigorous dissents from a group of Senators 
who wanted included in the review, the work of all 
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existing international loan agencies. Senator Homer 
Capehart had called for a halt. He protested the 
multiplication of agencies will bankrupt the United 
States but Senator A. S. Monroney contended the 
opposite result would accure. Monroney listed as 
objectives of his bill: (1) Facilitating, in connec- 
tion with development loans, use of local and other 
foreign currencies, including those available to the 
United States through sale of agricultural surpluses 
and through other programs, and: (2) insuring 
that funds for international economic development 
can be made available by a process which would 
encourage other countries to make contributions 
for this purpose. 

Senator Monroney explained that IDA ultimately 
would replace direct American loans with loans 
from an international bank. He favored an original 
capital investment of about $1 billion, to which the 
United States would contribute 


With an appropriation of $300 million, the agency 
found itself handling applications for an aggregate 
of $500 million—three months after it was set up. 
By June 30, 1959 when the current fiscal year ends, 
the total covered in applications on file is expected 
to pass the $3.5 billion mark. 

It is obvious that the Development Loan Fund 
never will reach a level at which it can say yes to 
more than a fractional part of the applicants. Nei- 
ther is it suggested that loans from the projected 
multilaterally-supported bank will do the job. Clear- 
ly, the needed money must be provided, if at all, b~ 
a new method for handling the job of distributins 
“foreign aid funds” already available under the 
Mutual Security Act. 

There was little to be gained by considerin:y 
repayable loans and credits to nations we set out to 
help when the Marshall Plan was started. They 

were prostrate, or nearly sc. 











approximately $340 million to The situation is different toda). 
set up the revolving fund. Status of Mutual Security Program With the exception of the trul ’ 
The proposition carries for- : under-developed nations, vir- 
ward one more step the prin- Foreign Loans through FY 1957 tually every beneficiary coun- 
ciple behind creation, last year, (in miltions) try has made uninterrupte: 
of the Development Loan Fund. Nation an Repayments forward progress in the pas 
For the first time in the decade Afghanistan ........ $ 12.2 $0.1 decade. Any of them with na- 
since the Marshall Plan came ee $ 17.5 (loan) tional pride and ambition pr« 
into existence, there seemed to $ 25. (credit) 0 bably would welcome loans ani! 
be general agreement that ef- Ceylon .o.ccceccceeoee: $ 2.5 0 credit in lieu of gifts. Those 
forts of the United States to NO: Jogi $ 7.5 t) which do not should be sub- 
help the economies of the less | ae $130. $1.5 ject to scrutiny on whethe: 
developed areas of the world Indonesia .......... $ 32.2 $1.9 (principal) there is a peculiar delayiny 
must be redirected and rein- $2.3 (interest) local condition, or only a desire 
forced. Experts who appeared WA ooneeeeeesssssssees $ 65. 0 for a perpetual crutch. The 
before committees of Congress Wsrael .......-..... $ 40. 0 proof is abundant that nation- 
reminded that the area of op- Pakistan .............. $103. $1.5 al pride has asserted itself to 
erations embraces about two- Phicippines  ...... $ 20. 0 the point that our gifts may be 
thirds of the world’s popula- Thailand ............ $ 20. 0 doing friendly relations more 
tion. In order to make any Turkey... $155. $6.5 harm than good. And from a 
significant advancement econ- Iceland ................ $ 19.3 $ .3 (principal) purely practical viewpoint even 
omically these countries re- > ae if loans are not repaid on 
quire capital for roads, dams. gente ...... dase ’ schedule (or not at all) we 
manufacturing plants, power (These amounts are exclusive of other forms of wouldn’t be any worse off than 
plants, machine tools and a aid given to the named countries) we are now. 
vast array of other necessaries 























of production. But their do- 
mestic economy leaves nothing 
for investment or modernization after bsre needs 
are met. Taking the practical view that private in- 
vestment finds little attraction in the under-devel- 
oped countries, it was agreed that the U.S. Govern- 
ment must provide the funds. But how? Outright 
gift, or loans and credit? The conclusion that the lat- 
ter methods were preferable found little challenge. 


The Development Loan Fund 


It was with this background in mind that Con- 
gress authorized establishment of the Development 
Loan Fund. In doing so, the lawmakers made it un- 
mistakably clear that growth of the less developed 
areas is important to the United States, that de- 
velopment assistance henceforth should be on a loan 
basis, that loans should cover specific projects and 
programs and not allocations on a country basis. 

DLF took the first step toward recognizing the 
fact that “‘soft’’ currencies must enter into the in- 
ternational finance picture: Congress authorized 
repayment in local money where warranted. Busi- 
ness became more brisk than could be anticipated. 
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Russian Programs and Ours 


One does not need to look far back into history 
to find proofs that our lack of interest, or misdi- 
rected effort, has boomeranged. Today, the Russians 
have more than 80 development projects in Egypt, 
Syria and Yemen. In these three countries we have 
none. In Syria, Russian technicians in four Ilyshin 
planes are busy surveying and mapping the entire 
country. Bulgarian enginers are building a catalog 
of structures ranging from silos to airports. In 
Egypt, Soviet oil rigs are drilling in the desert and 
their experts are drawing plans for expanding the 
Egyptian oil refineries. The Czechs are building 
munitions plants and ceramics factories. In Yemen, 
the Soviet is building a port on the Red Sea. Chinese 
communists are building a super highway from the 
coast to the Capital. 

The important thing to remember in planning 
future American aid policy is this: in none of the 
above enumerated projects is a money grant in- 
volved; it’s all being done on the basis of long-term 
credit. Amortization of the loans is over a 12-year 
period and interest is 214 per cent. The mills and 
factories, the refineries and the shipyards are buil' 
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of Russian materials on Russian specifications there- 
fore Egypt must look to Russia for spares. 

The United States has poured more than $1 bil- 
lion into economic aid for Asian countries since 
the end of World War 11. Until 1955 we had no 
mpetitor. Then the Muscovites came in with 
‘ers of hospitals and steel mills, offering barter 
ade and credit at lower interest rate than ours. 

three years Soviet aid to India mounted from 
16 million to $295 million. 
The Russian system and ours met in contest in 
mbodia. That country had chosen no side in 
rea, Germany, or China where two sets of gov- 
nment operate. By remaining neutral, Cambodia 
ceived a hospital from Russia and one from the 
ited States; other matching gifts. Late in July, 
imbodia recognized Red China! 
Europe, perhaps, presents the best if not the only 
ample of success with Marshall Plan methods. 
e have pumped $12.5 billion into the area and 
aced most of the countries on their feet. Com- 
unism strikes a blank wall in most parts of Eu- 
ype, except for limited trade. But Moscow hasn’t 
en asleep at the switch; it 
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tools for teaching purposes. The credit will be used 
to provide 111 training schools in th dustrial 
zones. Objective is an increased skilled iabor force 
employing the millions of dollars worth of equip- 
ment Brazil intends to import from the United 
States annually: lathes, drills, milling machines, 
grinders, shapers, electric welding and other in- 
dustrial equipment. The credits are extended to the 
National Service of Industrial Apprenticeship of 
Brazil, and will be repaid in 10 years. 

The world’s newest republic, Ghana, is in the 
market for financing for a $300 million develop- 
ment program. Dr. Kwame Nkrumah, who returned 
to his homeland a few weeks ago after an official 
visit here, emphasized that investment capital, not 
grants, is sought. Ghana produces 30 per cent of 
the world’s supply of cocoa and will develop its 
production. 

The attitude toward foreign investment is stated 
with clarity by Tan Siew Sin, Minister of Commerce 
and Industry for The Federation of Malaya: “All 
things being equal, preference will naturally be 
given to local capital. I feel, however, that the need 

















is bought into Iceland’s fish — = —————— 
‘oduction to the extent that | 
gentiente on the toda te at- ECONOMIC AID UNDER MUTUAL SECURITY PROGRAM | 
ost complete. Then Russia of- | (cumulative through fiscal year 1958) 
red Iceland a $25 million | | 
ng-term eredit to spend in Afghanistan $45,166 (thousands) Jordan $85.6 (millions) 
oscow. Meanwhile, we have Burma $32.3 (millions) Lebanon $35.6 (millions) 
en paying more attention to Cambodia $143.4 (millions) Nepal $14,121 (thousands) 
h protective tariff S, it seems, Ceylon $12,474 (thousands) Pakistan $396.8 (millions) 
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ises in Iceland protect a life- ll ‘ meen en we | 
ne. In Russian hands, the India $406 (millions) Saude Arabia $27,377 (thousands) | 
potential is too horible to con- Indonesia $73 (millions) Thailand $169.1 (million) | 
template. . Iran -..s0$344.9 (millions) Turkey $693.5 (millions) | 
Any structure so big, resting Iraq $15,512 (thousands) Iceland $48,721 (thousands) 
in so flimsy base as Russian aid ail eneneen tai cccisilii anciiniein tite an | 
is bound to suffer collapses — ae Cenea — , — fF 
here and there. Moscow pro- — — —— 

















ised Yugoslavia’s Tito a $70 

iillion nitrate fertilizer plant near Belgrade, ma- 
chine factories, equipment for mining lead and zinc, 
canal dredging equipment, and a power-aluminum 
plant. The ticket read $500 million—in credit. But 
when Tito got his back up on Soviet demands, Khru- 
schev “suspended” the credits for a five-year period. 


Russians Quick to Capitalize 


Latin America wants loans and credits, but re- 
sents the suggestion of “gifts.”” When the United 
States renewed the tariff on copper this year, the 
Soviets were quick on the ground with orders for 
Chilean copper wire; the same was true with respect 
to Uruguayan wool. Brazil was destroying coffee 
to hold up prices until the Russians arrived with a 
barter proposition. South American businessmen 
nd their political leaders demonstrated during the 
war that they don’t want to do business with the 
ommunists. They are beginning to find there is 
carcely any other outlet for their cash products. 


The New Credits and Investment Policies 
Within the past month however, a $4.5 million 
redit was arranged by the Export-Import Bank to 
nable Brazil to purchase United States machine 
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for capital is so great that there is room for all the 
local and foreign capital wishing to invest here. 
The danger of today and tomorrow is not so much a 
surplus of capital as rather a dearth of it. There 
are many fields in which we want to industrialize, 
considering the range of consumer goods which 
could profitably be manufactured in this country, 
even if we have to depend mainly on the domestic 
market. So neither local nor foreign capital has 
anything to fear from our policy. 

“Although every reasonable protection will be 
given to local capital, no discrimination whatsoever 
will be directed against foreign capital as such, and 
such capital can always be assured of reasonable 
and fair treatment, because it is in our interests 
to do so if we wish to encourage and attract it.” 

With that preface, Malaya has requested the 
United States for a loan to finance top priority 
development projects. Stressed was the fact that 
“gift dollars” are not being sought, aren’t wanted. 


Russian Rivalries 
Concern over reported communist infiltration in- 
to The Malayan Federation has been expressed. The 
government says it isn’t warranted. Yet that is one 


of the worries, risks, (Please turn to page 648) 
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Washington 








SMALL BUSINESS fared better in Congress this year 
than its numerous spokesmen had hoped. The Small 
Business Administration was made a permanent 
arm of government and its funds were increased. 
Additionally, Congress took first steps toward cre- 
ation of auxiliary banking facilities in which Wash- 
ington and private institutions are expected to co- 
operate in financing applicants whose risk isn’t ap- 
pealing enough for banks to go it alone. But the 
principal aid was voted in the closing days: small 
companies will be permitted to amortize, for Federal 





INSIDE WASHINGTON: 


One of the by-products of this year’s Con- 
gressional session was the emergence of 
strong schools of thought on whether this 
country is spending as much as it should to 
insure security and prosperity, or is spending 
too much—so much, in fact, as to defeat 
those ends. The debate was intensified by two 
events in the closing days of the session: 1. 
Senator John F. Kennedy's stark warning that 
the Free World is falling behind in point of 
capacity to defend itself. 2. Senator Harry F. 
Byrd's attack on the resolution to boost the 
authorized public debt to $288 billion coupled 
with his move to legalize the boost on a tem- 
porary basis only. 

Senator Kennedy suggests no ceiling on 
spending to overtake the superiority in mis- 
silry which he concedes to Russia today. But 
he fixes a timetable, mentioning the years 
1960-1964 as the era of decision. The youth- 
ful solon accuses Congress of complacency in 
putting fiscal security above national security, 
warns this can lead to conditions in which 
all budgets could be destroyed. Senator Byrd 
cites the deficit rise from $2.8 to $12 billion 
in one year and traces it largely to lack of 
proper defense planning. This, he warns, is 
the path of disaster for the dollar, and con- 
sequently for world currency. 














By “VERITAS” 


tax purposes, 20 per cent of the cost of new o 
second-hand equipment, in the year of its purchase 
Result is expected to be starts on delayed expai 
sions and modernizations, made feasible tax-wise. 


RECIPROCAL TRADE provisions brought mixed reac 
tions. Sinclair Weeks, Secretary of Commerce 
beamed when the final vote was taken and declare: 
the bill is one which tremendously boosts United 
States facility for improving international trade and 
all that goes with it. But the Committee for 
National Trade Policy said the four-year extensio! 
is a “barely adequate line-holding operation whic! 
does not advance our trade policy.”” The compromise 
term was acceptable but the bill was termed “clut 
tered up with protectionist amendments.” The 
European Common Market is ready to negotiate 
tariff cuts up to 30 per cent, but the extended Hul! 
act fixes a ceiling of 20 per cent reduction and tha 
to be achieved over a four-year term. 


SEMANTICS is blamed for defeat of an amendment to 
the excise tax bill—the word “cabaret”’ conjured up 
visions of can-can dancers and burlesque and the 
staid Senate was having no part of it, Sponsoring 
Senators Malone and Bible, who come from Nevada, 
and represent the major fun centers of Las Vegas 
and environs, tried to relate “cabaret” to dinner 
room gentility, but it didn’t work. Voted down was a 
proposal to cut the “cabaret tax” (language of the 
Revenue Act) from 20 to 10 per cent. National sup- 
port came from the Musicians Union, many of whose 
members are jobless because night clubs aren’! 
doing well and have had to cut out “live” music. 


TAX COLLECTIONS may be a half-billion dollars less 
this year than was contemplated when the budge 
was drawn because Congress voted to extend from 
8 to 20 years the period of tax-free liquor storage. 
The estimated revenue at $10.50 a gallon for regis 
tered whiskey which becomes 8 years old in this fis- 
cal year was close to the $500 million mark. The 
Congressional action postpones the payments; if the 
“wartime” levy on liquor is repealed or reduced it 
early subsequent years it will mean even more. 
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& The ease with which President Eisenhower 

















obtained two increases this year in the statutory debt limit 
dgidn't arise from change in basic policy or acceptance of 
the theory that the limitation has lost its meaning. In one 











year, $13 billion of debt-saddling was approved. This was 
not prompted by desire, or even willingness; the Congress 
Simply was dealing with a fact, and that is the hard one 
that the alternative to boosting the figure was truncating 
essential services if not, in truth, national defense. 











This year's budget will make history, in point of hugeness. 
It will appear conservative against those of succeeding 
years and there are those among the top Federal fiscal 
experts who do not look for a levelling off before the $80 
billion figure is reached. Then reappraisal will take place ; 





after that agonizing action. 

















There is nothing on the horizon today that points 
to tax income sufficient to support next year's 





estimated 





30-billion budget. Even the improvement in 
isiness, plus surface-scratching economy, 
id postponements of projects and payments 
on't equal a spending spree such as lies 
head. That's on the computations of 
1airman Wilbur D. Mills of the ways and 
sans committee. Frugality based on putting 
ational welfare above local interests and 

politics could turn the trick and restore 

budgetary sanity, Mills says. But he's too 
xperienced in the ways of Congress to 
<pect that will happen. 




















pm The events of this year’s Session 

f Congress. marked by deficit-producing 
Spending and twice relieving the pressure on 
the debt ceiling, mothballs any notion of 
corporate or individual income tax relief. 
The theory of expanded purchasing power 
through tax cuts was fully explored this 
season aS a means of halting the recession. 
ongress wouldn't go along. Chairman Mills 
sees inflation ahead, with industry and labor 
doing business as usual which means elevating 
prices to meet increased production costs, 
and then raising wages again to overtake 
higher price tags. President Eisenhower 
says these continual rounds must stop or the 
public will rebel. But the President, who 


J 














inaugurate effective action to freeze or 
lower both, moved on to other and less 
flammable topics. 
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who has viewed the debt ceiling as something 





it was inevitable. The Virginian dramatized 
the inherent crisis of inflation by holdin 
out. When he cast his vote in favor he was 
not giving ground on policy, but bowing to 
practical considerations. But he loosed 
salvos of warning that further shrinkage 

of the dollar is ahead, and a trend encouraged 
that could shatter public confidence in 
Federal securities, impairing the Nation's 
credit at home and abroad. The facts seem to 
be on his side: in 20 years the national 
debt has continued to grow to seven times 
the size it was in 1940; servicing the debt 
now costs more than it took to operate the 
Federal government 30 years ago. 


























There is no spot in the budget at 
which the pruning blade can be applied 
without raising howls from pressure groups. 
One of the most sensitive of these spots is 
expenditures for veterans affairs. Odds are 
in favor of courageous steps in the next 
session of Congress ; some would have been 
taken at this session if the world military 
session were not so difficult. Likely to go 
are pensions for veterans whose impairments 
have no relationship to their military 
service. The saving there would be more 
than $1 billion. Hospital care methods are 
due for overhaul also: the average hospital 
stay for a veteran is 30 days; in private 
hospitals, treating the same ailments, the 
stay averages 7 days. 


























Steel price rise has given 
organized labor a reply to the charge that 








nore than a symbol. He opposed granting the 
increases although more than most of his 
>0lleagues he had an acute awareness that 
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labor costs are ruining the economy. The 








boost of approximately $4.50 a ton will be 
soon reflected in price tags on a broad 
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miscellany of consumer products. The latest 
hike in steel came at a time when the industry 
was operating at less than 60 per cent of 
productive capacity. It was the 25rd time 
since World War 2 that the steel industry 
announced rises. Labor has prepared tables 
showing after-tax profits per ton of steel 
shipped by the U. S. Steel Corporation. The 
rise was from $3.51 in 1959 to $18 in the 
first nine months of 1957. These data were 
not computed by AFL-CIO statisticians 5 
they're lifted from the 1958 report of the 
Senate Judiciary Committee, based on the 
study of administered prices. 

















& The judiciary committee will not 
be idle during recess. Senator Estes 
Kefauver, still searching for a vehicle 
that will give him as smooth a political 
ride as did his crime study, has told his 
colleagues to be on call for sessions 
continuing through the rest of this calendar 
year. He will strike pay dirt in a probe of 
farm machinery pricing. The steel boosts, 
plus concentration in the manufacture of 
heavy farm equipment should give the 
Tennessean good talking points. As a 
companion inquiry, the Senators will probe 
meat prices. Thus, Kefauver has both sides 
of the street working for him: the food 























takes on some bi-partisan coloration by the 
fact that it was initially proposed by a 
republican, Langer of North Dakota. 


PA recent Circuit Court of Appeals 
decision on depreciation formulas for 
aircraft spare parts opens interesting new 
vistas for regulated industries. Airlines 

















without regard to regulations the Civil 
Aeronautics Board drafted, the effect of 
which would have been to increase the amount 








Ohio's right-to-work campaign is 
off to a flying start. Voters who were 
sufficiently interested in testing whether 
an individual should be required to joina 
labor union as a condition of holding his job, 
signed the ballot petition to the number of 
465,180. A petition was required if the 
question was to be balloted on in November. 
Sponsors evidently had little difficulty: 
they submitted 110,000 more signatures than 
the law requires on the basis of votes cast ir 
the last election. Because both sides agree 
those favoring right-to-work legislation 
sign petitions to that end, and unioneers an 
their "friends" do not, the affirmatives 
appear to be starting with a half-million 























Filing of the Ohio petition means 
that voters in five states—Ohio, 
California, Kansas, Colorado, and 
Washington—will decide the compulsory unio! 
shop issue in November. In Idaho a petition 
with a sufficient number of names to force a 
vote has been filed but check-up has not beer 
completed. In California, the state 
republican convention reversed the positio: 
it took in 1956 favoring the union shop in 
collective bargaining contracts. The 
convention voted to adopt a hands-off 
approach on the referendum. This was 
responsive to the plea of Senator William 
R. Knowland who is staking his political life 
on right-to-work in his campaign for the 
governor's mansion. California democratic 
candidates from top to bottom favor the 
union shop. So also do some republican 
nominees. 
































PmRussia has intensified its 
propaganda campaign in Washington with a 
constant flow of press releases from the 
Embassy and some of the attempts to make the 
working class here green with envy are more 

















of money, carriers would be forced to keep 


likely to evoke snickers. For example: "In 











tied up in equipment. Litigation raising the 
same issues but extended over the whole 

field of aviation equipment is pending in 
another federal court. If the decision 
follows the spare parts ruling, it will 
permit management to determine depreciation 
formula by the soundest estimates of 
competitive effectiveness of aircraft in 
use, financial capabilities, and 
technological advances. The cases are 
considered of especial significance in the 
light of financing problems facing airlines 











the iron and steel industry, in particular, 
with the reduction of the work day, labor 
productivity increased by more than 2 per 
cent. Labor productivity in industry has 
increased by 6 per cent and in construction 
by 10 per cent. The plan for increased labor 
productivity in industry has been exceeded i: 
all the (Soviet) Union republics. The 
introduction of the shorter work day in 
industry without loss of earnings was 
continued." Obviously another enticement 














Says Sales "to the public" of meat and meat 








on the eve of the jet age. 
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products have gone up. The unusual is news! 
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Reappraisal of the OILS 
—Domestic and Global 


by Alexander Kennedy 


PROFITS for most of the American oil companies 
during the first six months of 1958 were down 
substantially from the same period in 1957. This 
decrease reflects considerably lower exports, sever- 
ly depressed product prices, and the lower rate of 
activity prevailing generally throughout the oil in- 
dustry. During this period, however, drastic reduc- 
tions in crude oil production and refinery runs 
enabled the industry to reduce inventories below 
that of last year and thereby alleviate the pressure 
on both crude oil and refined products prices. Had 
the oversupply condition continued much longer an 
across-the-board cut in crude oil prices would have 
been inevitable. Such a move could have undermined 
the entire pricing system of the oil industry and 
prolonged the recovery in earnings indefinitely. The 
lower rates of production and runs during the period 
of adjustment, while causing a temporary reduc- 
tion in earnings, provided the industry with pros- 
pects for a surer recovery and a much sounder 
long-term profit potential. Evidence of such a re- 
covery exists now with product prices already up 
from their lows in June and crude oil production 
increasing each month. The degree and speed of the 
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recovery, however, depends on the improvement in 
demand. 


Business Recession Affects Demand For Oil 


With oil representing around 44% of the total 
energy fuels in this country, it was inevitable that 
the decline in business activity would slow down the 
demand for oil. The fact that the recession com- 
menced at the same time as the oil lift to Europe 
ended, added to the difficulties of adjusting supply 
to demand. This prolonged lack of demand was pri- 
marily responsible for the severe drop in product 
prices. A pickup in business activity, already in 
process, should therefore stimulate demand for 
petroleum products and return the industry to its 
basic growth trend. This upward trend, however, 
is expected to be somewhat less than that experi- 
enced during the period from 1946 to 1956. In fact 
it will probably resemble the rate of growth of the 
country’s total energy requirements. For the bal- 
ance of 1958 a gain of 2% in demand is anticipated, 
thus indicating an average of around 9,300,000 bar- 
rels per day compared with 9,100,000 barrels per 
day in the previous year. 























Decline In Product Prices Squeezes Refiners’ Profits 


The margin between the average price of a barrel 
of crude oil and the value of a barrel of refined 
products was lower in June, 1958 than it had been 
in twenty years. This narrower spread, due pri- 
marily to lower product prices, since crude oil prices 
declined only slightly, accounted for most of the 
reduction in profits in the first six months of 1958. 
This applies particularly to those companies which 
produce only a small proportion of their refinery 
raw material requirements. However, higher product 
prices in July and August have raised this refinery 
margin to a level above that which existed in Feb- 
ruary, 1958, thus indicating a start in the recovery 
to more normal profit levels for the refiners. 
Whether these margins hold or not depends to a 
great extent on the behavior of demand. Thus far 
in the driving season, gasoline consumption has 
shown very little increase over last year. Should 
the fall and winter temperatures be normal — they 
were above normal last year — the resultant in- 
crease in heating oil consumption will tend to 
strengthen the fuel oil price structure and firm up 
the refinery margin. 


Reduction In Crude Oil Allowables Drastic But Effective 


When the Texas Railroad Commission reduced 
allowables in successive months from 12 days in 
January 1958 to 11 days in February, to 9 days 
in March and finally to 8 days in April, the first 
reaction by producers, both large and small, was 
one of dismay. Gradually as it became clear such 
drastic steps were necessary in order to equate al- 
lowables with demand, the producers as well as the 
refiners unanimously accepted this action. Prior to 
this overall reduction of allowables, individual pro- 
ducers were fearful of voluntarily curbing produc- 
tion lest their oil be drained off by other producers. 
The refiners, in order to retain their contacts with 
suppliers, were forced to take their share of crude. 
Unable to store it, they in turn processed it into 
products, thereby not only continuing but increasing 
their product inventories. By accepting a reduction 
in allowables, refiners could cut crude oil purchases, 
keep their contacts with suppliers and reduce re- 
finery runs. While slow in meeting demand levels, 
these reductions in allowables have been very effec- 
tive. 

The continuation of these low allowables through 
June 1958 dropped the inventories of crude oil in 
this country some 42 million barrels from January 
1958. This leaves a present 30-day supply as com- 
pared with a 36 days supply one year ago. Since 
June 1958 most states have increased allowables 
each month. In Texas, they rose to 9 days in July, 11 
days in August and are currently set at 12 days for 
September. It can be expected that they will con- 
tinue this upward trend for the balance of the year 
in anticipation of the winter peak demand. 


Oil And The Arab Wor'd 


Of continuing interest to the oil industry will be 
the Middle East and its problems. The recent crisis 
in the Arab world could affect the future oil picture 
for many years to come. For in svite of the large 
oil reserves in the Western Hemisphere and the pos- 
sibility of newly discovered producing areas in all 
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parts of the world, the Middle East is still counted 
on to supply not only Europe but also to make up 
any deficit existing in the Western Hemisphere. This 
fact has of course attracted large capital invest- 
ments to the Middle East over the past years, the 
lucrative nature of which is now being greatly af 
fected by the changed political climate since Nasser 
roused the long slumbering Arab world. But, being 
dependent on oil revenue to carry out his ambitions, 
the flow is bound to continue, although profit mar- 
gins for the operating companies are likely to suffer 
a decline. 


International Oil Prospects 


The need for additional energy in the Eastern 
Hemisphere and the fact that oil is relatively cheap 
and easy to transport, accounts for the higher rate 
of growth in this part of the world. Actually this 
growth rate is nearly double that of the Unite 
States. 

In addition to the superior growth, it costs less 
to operate in these foreign areas. The products sol 
are mostly fuel oils and thereby require less proces- 
sing. Also the markets, unlike those in this country, 
are predominately bulk purchasers and this tends 
to lower the cost of marketing. 

Therefore the international oil companies wit1 
large and well established refining and marketin: 
facilities, and with sufficient and geographically a)- 
versified sources of crude oil, stand to expand earr- 
ings at a faster rate than domestic oil companies. 
Investors owning the stocks of these internation: | 
oil companies, must however, accept the inherent 
political risk attached to any foreign operation tc- 
day, particularly those in the Middle East. Assuming 
no major war, the rate of growth should tend to 
more than offset the risk of these foreign operations 
at least if they are well diversified geographically. 

However, some executives of companies with sul - 
stantial properties in that area expect growing pres- 
sure from Mid-East governments for a larger 
percentage of oil revenues, injecting uncertainty as 
to future profit margins. 


Domestic Oi! Outlook 


While the rate of growth in demand for petroleum 
products in the United States does not match that 
of most of the foreign areas because of our already 
high rate of usage, it still offers excellent prospects 
for growth and relative stability in earnings. Those 
companies that can provide the necessary raw ma- 
terials at reasonable costs and have efficient and 
well established refining and distributing facilities 
should do well over the next few years. For those 
specific companies with large gas reserves the pros- 
pects for continued increases in gas prices make 
them interesting over the long term. 

The most important problem facing the domestic 
companies is their supply of raw materials. Crude 
oil may be in oversupply now and may even continue 
to be excesesive for a year or two. However the rate 
of growth in demand is much faster than the ex- 
pansion of crude oil and natural gas liquids reserves. 

The intergrated companies which have shown the 
best records so far include Continental and Phillips. 
Among the independent producers there are 
Amerada, and Superior, both of which have contin- 
ued to expand reserves over the years, and mostly 
with funds generated internally. 


THE MAGAZINE OF WALL STREET 

























a ae Te 


See 


! 

















AUGP 


| 





Tr 
part 
tinue 
gests 
and ¢ 
With 
into 1 
dema 
ing p 
Whet 
resou 
with 








ited 
» up 
This 
rest- 
the 
al 
sser 
eing 
ons, 
nar- 
iffer 





PO eae, 


tern 
hea) 
rate 
this 
nite: 





less 
sold 
oces- 
ntr\, 
fends 


é 
= 
ha 


wit) 
etin.z 
lv di- 
earn- 
unies. 
tion: | 
erent 
yn to- 
ming 
nd to § 
itions J 
ally. 

1 sul- 
pres- 
larger 
ity as 





oleum 
h that 
lready 
spects 
Those 
Ww ma- 
it and 
cilities 
those 
> pros- 
make 


mestic 
Crude 
ntinue 
ne rate 
he ex- 
serves. 
wn the 
hillips. 
e are 
contin- 
mostly 


STREET 





ornate 


























Statistical Data on Leading Oil Companies * 





1st 6 Months ———_——__—_- 


Net Profit 
Net Sales Margin Net Per 
1957 1958 1957 1958 Share 

——(Millions)—— % % +1957 1958 
AMERADA PETROLEUM .............. $ GIS $ 51.0 25.4% 19.3% $2.48 $1.56 
W.C. (mil.) ‘56—$46.9; ‘57—$53.7 
ATLANTIC REFINING .................... 302.0 2644 8.3 2.8 2.74 78 
W.C. (mil.) ‘56—$123.5; ‘57—$102.3 
BRITISH AMERICAN OIL ................ n.a. n.a. n.a. n.a. 69! 33! 
W.C. (mil.) ‘56—$55.9!; ‘57—$78.0! 
BRITISH PETROLEUAM ........................ n.a. n.a. n.a. n.a. 56 75% 
W.C. (mil.) ‘56—$123.0; ‘57—$147.0 
SN iit cticetc tines 547.5 518.7 66 47 3.52 2.34 
W.C. (mil.) ‘56—$379.8; ‘57—$344.7 
CONTINENTAL OIL... 304.3 281.0 7.8 7.1 1.21 1.03 
W.C. (mil.) ‘56—$106.7; ‘57—$104.2 
CREOLE PETROLEUM ...................... n.a. n.a. n.a. n.a. 2.86 2.07 
W.C. (mil.) ‘56—$131.4; ‘57—$43.7 
A EE CU eae ee 11.5° 11.89 n.a. n.a. .88 .48 
W.C. (mil.) ‘56—$16.4; ‘57—$19.7 
EEE Eee eee 1,383.6 1,302.2 14.5 8.8 6.81 3.72 
W.C. (mil.) ‘56—$393.7; ‘57—$450.0 
EERIE IESE END 667.7 554.4 17.3 10.3 1.62 79 
W.C. (mil.) ‘56—$99.7; ‘57—$76.5 
RRS eieseereene oe 436.9! 395.6! 846 6.1 1.20! 771 
W.C. (mil.) ‘56—$254.4!; ‘57—$231.8! 
KERR-McGEE OJL IND. ................... 575.38 59646 656 405 2.126 1.366 
W.C. (mil.) ‘56—$20.3; ‘57—$38.0 
IRE erent necrenee ae ae 146.9 133.4 15.1 11.3 1.69 1.15 
W.C. (mil.) ‘56—$73.8; ‘57—$64.8 
PHILLIPS PETROLEUM ..................... 572.8 5124 93 7.1 1.55 1.06 
W.C. (mil.) ‘56—$173.7; ‘57—$211.5 
I alicia 62.7 43.1 7.0 3.5 1.78 61 
W.C. (mil.) ‘56—$17.2; ‘57—$17.2 ‘ 
IT I cic caneaeeat in cenananaabaiad 260.7 237.4 7.2 4.5 2.21 1.24 
W.C. (mil.) ‘56—$105.9; ‘57—$118.3 
Seen 134.2 123.2 10.2 8.6 3.43 2.60 


W.C. (mil.) ‘56—$73.1; ‘57—$82.7 


!—Canadian dollars. 
2—Plus stock. 
3—Paid 5% stock. 


W.C.—Working capital. 
*—Based on latest quar. div. rate. 
n.a.—Not available. 








pa 
tl 
g 
a 


Vv 


Prices of Oil Stocks Anticipate Inflation 


The fact that oil stocks have recovered a large 
rt of their 1957 price decline in the face of con- 
1ued decreases in reported quarterly earnings sug- 
sts that investors still anticipate further inflation 
d consider oil stocks to be an anti-inflation hedge. 
ith government deficits expected to continue well 


into the future and no end in sight to wage increase 


( 


mands, there is very little doubt that the purchas- 


ing power of the dollar will continue to deteriorate. 


W 


hether crude oil, because of its status as a natural 


resource, and its steady growth rate as an industry 
with a historically firm price structure, still remains 
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1958 





4_Estimated. 
°—Gross ope 


%—9 months ended March 31. 


— Full Year - 
Dividend 
Earned Per Share 
Per Share Ind. 
1956 81957 1957 1958* 
$4.20 $4.74 $2.00 $2.00 
5.11 3.82 2.00 2.00 
1.36! 1.74! 1.00! 1.00! 
1.45 1.42 .40 .50 
6.03 5.63 2.40- 2.40- 
2.65 2.38 1.60 1.60 
4.34 5.11 4.00 4.00 
49 .93 _ 
9.54 11.38 2.50° 2.50° 
2.49 2.45 1.35 1.40 
2.20 2.29 1.20 1.20 
2.16 2.31 80 .80 
3.14 3.16 1.60 1.60 
2.77 2.80 1.70 1.70 
3.22 2.40 1.60" 1.20 
4.26 4.13 1.60 1.60 
6.64 7.04 3.50 3.50 


rating income. 


Price 
Range Recent 
1957-58 Price 
147'2-81 108 
575-34 42 
6058-33's 43 
23%e-11'4 4 
71 —44% 62 
70'4-3858 60 
96 -58'4 75 
39'8-17% 28 
152 -101 WI 
70%4-41'2 69 
63 -36% 47 
7534-3358 51 
4478-28'2 42 
53'4-35% 47 
38 -21% 27 
4878-29 40 
97'4-55 88 


¥—COMMENTS AND RATINGS ON THE ABOVE COMPANIES WILL BE FOUND iN THE TEXT, STARTING ON PAGE 628 
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the best inflation hedge is open to question, however. 
In the first place the capacity to produce crude oil 
is excessive throughout the world. Ownership of 
these reserves, while still controlled by the major 
international companies, will likely include many 
newcomers over the 
comers, having spent their hard earned cash. will 
probably need to exploit their new-found reserves 
even though they might have to accept prices below 
those posted in the nearby areas. Import restrictions 
backed by government sanction will prevent these 
companies from bringing substantial quantities of 
crude oil into this country, at least as long as the 
limitations last. 


next few 


years. 


These 


new- 
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Secondly, hopes for any further increases in domes- 
tic price of crude oil appear dim at this time. With 
imports of cheap foreign crude being restricted, the 
government would vigorously fight to prevent any 
increase in price unless a crisis arises. Thirdly, the 
growth rate in the consumption of oil in this country, 
is not likely to approach the level reached during the 
postwar period. 

Thus while the oil industry may offer investors 
an inflation hedge relatively better than some of 
the other industries, it cannot be expected to per- 
form in the manner to which many investors have 
become accustomed. 


Individual Company Ratings and Comments 


Below, are comments and ratings on the individ- 
ual oil companies. The meaning of the designated 
ratings are as follows: A-Best grade. B-Good grade. 
C-Speculative. D-Unattractive. 1-Improved earnings 
trend. 2-Sustained earnings trend. 3-Lower earnings 
trend. 


Amerada Petroleum: Higher crude oil allowables 
will improve cash flow of this most important in- 
dependent crude oil producer and permit the com- 
pany to accelerate its exploration program in for- 
eign lands where it has a large acreage exposure 
in promising areas. (A-3) 


Atlantic Refining: While the company has had con- 
tinued successes in finding crude oil reserves in 
Venezuela the depressed product prices along the 
Eastern seaboard along with import restriction will 
postpone any material improvement in earnings for 
some time. (B-3) 


British American Oil: This aggresive Gulf Oil Cana- 
dian subsidiary, while enjoying a successful drilling 
program is suffering like all the other Canadian 
cil companies from the oversupply of crude and a 
slowdown in product demand. It still remains one 
of the best of the Canadian oil companies. (A-3) 


British Petroleum Co.: While this company enjoys the 
privilege of owning the largest crude oil reserves 
in the world they are concentrated in the Middle 
East where political disturbances are threatening 
possible nationalization of oil properties and there- 
fore the stock is attractive only as a speculation on 
the outcome of Nasser’s moves in this area. (B-3) 


Cities Service: With a growing supply of raw mate- 
rials to meet the expansion of refining and market- 
ing over the next few years and a relatively large 
foreign exposure this company should show above 
average growth. (B-3) 


Continental Oil: One of the first companies to effect 
economies during the Suez Crisis and along with a 
reduction in drilling has been able to report a better 
than average earnings record in 1958. Its continued 
policy of aggressively searching for oil in foreign 
as well as domestic areas should permit the com- 
pany to show a much better than average growth 
over the next few years. (A-2) 

Creole Petroleum: Like al! the other major companies 
throughout the Venezueian area this S.O.N.J. sub- 
sidiary must make room for the newcomers and will 
therefore be unable to realize its full potential for 
several years. (A-3) 
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Getty Oil: Lacking markets for its expanding crude 
oil reserves in the Neutral Zone between Kuwaii 
and Saudia Arabia because of import restrictions 
in the United States, this stock will take time to 
work out. (B-3) 


Gulf Oil: While the company is continuing to ex- 
pand its reserves in the Middle East it has very 
little marketing facilities abroad and must develo) 
outlets for its crude oil in the United States or some 
other countries in the Western Hemisphere. Because 
of the political situation in the Middle East this 
stock has become more speculative. (A-3) 


Humble Oil & Refining: Standard Oil (N. J.) is of- 
fering stockholders of this subsidiary the opportu 
nity to exchange 4 shares of Humble stock for ° 
shares of Jersey. (A-3) 


Imperial Oil: The slowdown in both production an 
demand in Canada has reduced earnings of thi; 
subsidiary of Jersey. (A-3) 


Kerr-McGee Oil: Emphasis is on exploration. Com- 
pany also has important interests in uraniun 
Near-term earnings should approximate recent ré 
duced level. (B-3) 


Ohio Oil: Increased crude oil allowables in Texa 
should benefit this company and with its relative): 
large acreage exposure in foreign countries ani 
Alaska it offers excellent opportunities for growt): 
over the long term. (B-3) 


Phillips Petroleum: While large investments in facili- 
ties which have not yet begun to realize their poten- 
tial earnings have kept profits down, the large 
reserves of gas and well integrated facilities for 
processing this gas and upgrading it into higher 
valued products, makes the stock of this company 
one of the more attractive issues for the long term. 
(A-3) 


Plymouth Oil: Lack of success in drilling has pre- 
vented this company from sharing in the growth 
of the industry. (B-3) 


Pure Oil: Concentration on building refining and 
marketing absorbed more than their share of the 
capital budgets for the previous years and retarded 
the growth of production for this company. A re- 
vision in this policy while it may be successful will 
take time to become effective. (B-3) 


Richfield Oil: Recent success in Alaska and California 
should enable this company to improve its produc 
tion and profit margins in time. (B-3) 


Royal Dutch Petroleum: Company has well establish- 
ed marketing position in the Eastern Hemisphere 
along with alternate sources of crude supply and 
representation in the U. S. through Shell Oil. It is 
the second largest oil company in the world. (A-3) 


Shell Oil: Having enjoyed the most successful ex- 
ploration program of any company in the United 
States in the last five years this 65% owned Royal 
Dutch/Shell subsidiary is an attractive domestic in- 
tegrated oil stock. (A-3) 

Sinclair Oil: Successful exploration efforts in Vene- 


zuela and the U. S. are expected to raise the com- 
pany’s ratio of production to runs, above the 50° 
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Statistical Data on Leading Oil Companies *— (Continued) 
1st 6 Months ——————_—_ Full Year 
Dividend Per 
Net Profit Net Per Earned Per Share Price Div. 
Net Sales Margin Share Share Ind. Range Recent Yield 
1957 1958 1957 1958 1957 1958 1956 1957 1957 1958* 1957-58 Price % 
| 
| I II cccrirrnescicisitarrscinsnnsi $1,800.07 $1,717.0% 8.0% 6.2% $1.27% $ .95% $4.56 $5.22 $1.32 $1.324 60%-37% 44 3.0% 
| W.C. (mil.) ‘56—$855.0; ‘57—$1,024.0 
Ie, SNe snteetntiininnmenes 902.5 800.0 8.3 5.7 2.49 1.51 449 4.46 2.00 2.00 93 -58 82 2.4 
W.C. (mil.) ‘56—$287.2; ‘57—$293.7 
SEE I eticnritiiennectnmimeatannsine 645.9 592.4 69 4.1 2.93 1.62 5.98 5.18 3.00 3.00 682-4542 61 49 
W.C. (mil.) ‘56—$311.9; ‘57— $303.0 
UIE SIE cccicssseencincinousinnentisauenen 132.4 122.4 15.0 8.6 3.47 1.84 5.93 640 1.80 1.80 8054-48 67 2.6 
W.C. (mil.) ‘56—$59.7; ‘57—$65.6 
oo ee n.a. n.a. n.a. na. 2.70 1.40 5.70 456 2.50 2.50 65%-442 48 52 
W.C. (mil.) ‘56—$590.3; ‘57—$704.1 
STANDARD OlL CALIF. ................ 838.5 751.2 16.2 15.5 2.16 1.85 4.24 4.56 1.90 2.00 59%-43'4 52 3.8 
W.C. (mil.) ‘56—$308.5; ‘57—$297.2 
STANDARD OJL IND. ...................... 1,038.8 911.5 7.9 5.7 2.33 1.47 4.22 4.24 1.40! 1.40 62'4-35'2 49 2.8 
W.C. (mil.) ‘56—$460.1; ‘57—$414.2 
STANDARD OFL NN. J. on. ..cccceccceeeeees 4,030.0 3,7200 5.6 3.3 2.35 1.43 4.11 3.96 2.25 2.25 68%2-47'2 55 4.0 
W.C. (mil.) ‘56—$1,650.1; ‘57—$1,760.5 
»TANDARD OJ OHIO ......... 193.2 174.1 6.5 6.5 2.54 2.29 5.35 479 2.50 2.50 62'%4-40'2 56 44 
| W.C. (mil.) ‘56—$54.0; ‘57—$58.0 
3UN OIL aati 400.9 334.6 6.2 3.4 2.34 1.01 5.22 4.17 1.00- 1.00 82 -59 68 1.4 
W.C. (mil.) ‘56—$98.0; ‘57—$128.0 
SUNRAY-MID-CONT. oo... 181.0 165.1 18.6 11.6 1.85 1.01 2.41 3.09 1.26 1.32 29'2-20 26 «5.0 
W.C. (mil.) ‘56—$83.2; ‘57—$88.8 
I IS \ csc sleeeahcneaiatinininialaaeiiiee 1,199.4 1,136.7 13.7 12.1 3.01 2.37 5.51 5.94 2.35° 2.35 76'2-54% 71 3.3 
W.C. (mil.) ‘56—$598.5; ‘57—$595.7 
TEXAS GULF PROD. ................... 9.6 n.a. 38.1 n.a. 95 40 1.46 1.70 .60° 60 49'2-22% 35 1.46 | 
W.C. (mil.) ‘56—$6.8; ‘57—$8.6 
TEXAS PAC. COAL & OL ........... 12.9 10.8 3.0 2.1 1.10 65 2.01 2.01 1.00 1.00 40%-24% 37 246 
W.C. (mil.) ‘56—$6.1; ‘57—$6.6 
a 157.2% 133.8% 7.3% 6.0" 895 004% 2.98 2.54 1.20 1.20 42'4-19% 26 446 
W.C. (mil.) ‘56—$91.8; ‘57—$78.1 
UNION OIL of CALIF. .......0000....... 219.0 201.0 7.6 5.7 2.17 1.46 4.45 4.95 2.40 1.70" 64-40 50 3.4 
W.C. (mil.) ‘56—$168.8; ‘57—$161.1 
W.C.—Working capital. 1—Plus 1/70 sh. $.0.N.J. or cash equivalent 3—I1st quarter. 
*—Based on current quar. div. rates. at $0.69. 4_Estimated. 
n.a.—Not available. 2—Plus stock. 
+—COMMENTS AND RATINGS ON THE ABOVE COMPANIES WILL BE FOUND 'N THE TEXT, STARTING ON PAGE 628. 











level as soon as import restrictions on crude oil are 
eliminated. (B-3) 


Skelly Oil: While the cmpany has enjoyed a record 
of high cash earnings, interest in this stock stems 
mainly from the fact that the Getty interests may 
some day merge it with their other holdings. (B-3) 


Socony-Mobil: Wih a relatively large foreign mar- 
keting organization and sufficient reserves in the 
Middle East, along with its domestic properties, this 
company should continue to grow with the industry 
both here and abroad. (A-3) 


AUGUST 30, 1958 





Standard Oil (California): One of the large interna- 
tional companies with operations extending all 
around the world and presently expanding its mar- 
keting operations to the East Coast of the United 
States where it can consume some of its surplus 
foreign crude oil when import restrictions are lifted, 
(A-3) 


Standard Oil (indiana): It will take time but this 
giant in the Mid-West is making changes in its 
policies which should benefit the stockholders and 
enable the company to grow at a rate comparable 
with the industry. (A-3) 

(Please turn to page 652) 
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Reappraising the 


AIRCRAFTS 


With Orders Zooming 


By Warren T. Wilson 


ELDOM have investors in any industry ever had 

to cope with so many and such awe inspiring 
developments as are now revolutionizing almost 
every aspect of the aircraft industry. It necessarily 
follows that investment opportunities have seldom 
been more interesting — and never more laced with 
pitfalls for the unwary. As we shall see, an analysis 
of this industry under present conditions must 
cover much ground, and finally go out into space. 
So let us start in Washington. 

Congress has just created the country’s first Na- 
tional Aeronautics and Space Administration, and 
notwithstanding the lack of success of our first 
shot at the Moon, progress will continue to be made. 
And when the Air Force pulls it off, as it will, those 
elders who caution young men not to reach for the 
moon will have to watch their language. 

In Washington, Congress, looking quietly at Leba- 
non, first raised the National Debt limit, then passed 
the largest peacetime defense bill in the country’s 
history. The total defense appropriation reached a 
staggering $39,602,827,000. This was not only 
$815,857,000 more than the President had asked for 
but was more than $5.0 billion above the previous 
peacetime budget voted two years before. There 
was no immediate reaction from Cairo or the more 
windy parts of Russia, but I venture to suggest 
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there were a few frowns and hurried telephone calls 
But it must look differently to the young Ameri 
cans who now watch the drawn and naked sword 


in Lebanon. And Congress perhaps has sketched the 


future for all of us... the garrison state. 


In a few years mayhap, if no arms limitation is 


reached, the 1958-59 defense budget of $39.6 billion 


will look small. For the costs of the new weapons 


already being designed and in near term prospec 
are climbing rapidly . . 
Force—now the country’s chief defense, is con 
cerned, the individual cost of the supersonic bomb 
ers, fighters, or the missiles that may eventuall 
replace or supplement them, is becoming astronom 
ical, This is the only adjective that seems to full) 
cover both the speeds, range, altitudes, performanc« 
and also the cost of the planes and aerial weapon: 
now being planned and discussed. 

Turning next to the appropriations for the Ai 
Force in the record 1958-59 Defense appropriations 
$17,877,624,000 was alloted. In addition a substan 
tial part of the $11,359,427,000 alloted the Navy; 


and Marines as well as the $8,992,859,000 for the 
Army, will also be spent on the aircraft and missile 


programs of these services. 


Viewed solely from the standpoint of total dollar 


appropriations, there is every reason to expect 


. and in so far as the Air 
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volume output for the aircraft industry. However, 
investors should realize that underlying this volume 
outlook is a technological upheaval of unparralleled 
dimensions for the industry. This centers upon the 
liklihood that a major portion of the functions now 
being performed by bombers and fighter craft to- 
gether with all their supporting forces, will even- 
tually be supplanted by “Birds’’, winged missiles. 
Manned aircraft will not be replaced of course— 
transports will be increased. They will continue to 
be used for such limited military actions as Korea 
or as now are threatening in the Middle East. But as 
compared to today’s ratio of 99 manned planes to 
1 missile, within the relatively near future piloted 
aircraft are scheduled to make up only about 60% 
of the Air Force strength, with missiles of various 
types representing the balance. 
\ctually, very few missiles of anv type are in 
ss production or delivery as yet, and as noted in 
our article last week on the impact of the Middle 
Exst on Defense, it may well be that the possibility 
of recurring small wars will deter plans to reduce 
re iance on conventional bombers, fighters and sup- 
porting planes. But this would delay rather than 
change the longer term outlook. 


a 
—) 





In this connection the action of Congress in voting 
defense appropriations last week was of some con- 
siderable significance. Two provisions of the bil! 
which were knocked out in conference were the 
Senate appropriation of $108,000,000 for 13 addi- 
tional long range jet bombers and $18,300,000 for 
thirty F-27 jet transports. 

On the other hand the increases in appropriations 
agreed upon in conference included an appropria- 
tion of $649,043,000 for additional Polaris-carrying 
submarines and speeding work on certain Regulus- 
missile submarines, $90,000,000 for accelerated work 
on the Minuteman solid-propellant ICBM, and $48,- 
000,000 for fully equipping present B-52 forces with 
Hound Dog air to ground missiles. It is well known 
that Congress is none too satisfied with the Penta- 
gon’s attitude toward missiles, but few realized Con- 
gress was that dissatisfied. 


The Pentagon Headache 


Probably the worst headache the Pentagon ever 
will have is in deciding how much to spend on the 
production of any given aircraft-or missile, and how 
much to spend on the research and development of 














W.C. (mil.) ‘56—$36.6; ‘57—$37.3 
(W.C.)—Working capital. n.a.—Not available. 
(*)—Based cn latest quarterly div. rate. 


Beech Aircraft: Earnings of this leading producer of small single and 
| twin engine aircraft for both military and commercial use for the fiscal 
yeor ending September 30, 1958 are expected at equal the $4.09 of 
| 1957. Regular quarterly dividends of $0.30 were aided by a fiscal year 

end extra of $0.30. Introduction of new models will help 1959 prospects 
B-2 


Bell Aircraft has indicated that earnings for the 1958 year will about 
equal the $1.62 a share reported for 1957. The company is a leading 
producer of helicopters, rockets, rocket motors, and similar equipment 
Semi-annval dividends have been reduced from $0.50 to $0.35. (C-3 


Boeing Airplane js the leading producer of B-52 long range jet bombers 
and jet tanker transports (KC-135), and also produces Bomorc guided 
missiles. Deliveries of B-52s will continue strong through 1959. Increased 
delivery of Bomarc missiles and 707 jet airliners is expected to maintain 
profits as B-52 deliveries taper off. (B-2) 


Curtiss-Wright: Sharply lower backlogs of military business indicate thot 
earnings for 1958 will be well down from the $5.09 reported for 1957 
It may be some time before earnings will turn about. The company’s 
contract with Studebaker-Packard is to be terminated. Dividends, already 
cut from $0.75 quarterly to $0.62'/2, can not be considered secure. (B-3 








RATINGS: A—Best grade. B—Good grade. 
C—Speculative. D—Unattractive. 


Statistical Data on Leading Aircraft Companies 


—______—\ ——- 1st 6 Months —— —— - - Full Year 
Net Profit D:vidend Per 
Net Sales Margin Earned Per Share 
1957 1958 1957 1958 Net Per Share Share Indicated Price Range Recent Div. 
—(mi lions)}-——- _ % %o 1957 1958 1956 1957 1957 1958" 1957-1958 Price Yield | 
EE MII ciniecissiciesnsisienestaitiesesciibiinn $75.6' $74.1' 3.2% 3.3% $3.01' $2.7 ! $4.94 $4.09 $1.20 $1.20 31%—15% 27 4.4% 
W.C. (mil.) ‘56—$11.6; ‘57—$14.2 
CO, ee 103.3. 100.7 2.0 2.1 81 2.21 1.62 1.00 70 24%—l1l'2 18 38 
W.C. (mil.) ‘56—$22.7; ‘57—$20.6 
Se 651.8 860.7 2.5 2.2 2.47 2.78 4.82 549 1.00 1.00 61'*—29 4 2.1 
W.C. (mil.) ‘56—$99.3; ‘57—$97.0 
CHANCE VOUGHT AIRCRAFT .......... 86.0 153.8 2.4 3.0 1.95 4.35 3.81 5.65 1.60 2.00 50%—20% 47 42 
W.C. (mil.) ‘56—$21.4; ‘57—$32.0 
| FE n.a. n.a. n.a. n.a. n.a. n.a. 5.64 5.07 3.00 2.50 47%—20% 28 89 
W.C. (mil.) ‘56—$116.5; ‘57—$122.4 
| _a ae 
| DOUGLAS AIRCRAFT oo... ccc 565.5 593.9 2.9 2.1 4.50 3.41 8.96 8.28 4.00 2.00 91 —50% 60 5.0 
| W.C. (mil.) ‘56—$98.2; ‘57—$121.1 
GENERAL DYNAMICS ......00000...00. 743.7 789.7 2.7 2.5 2.23 2.04 4.02 4.80 2.00 2.00 68%—46% 61 3.2 
| W.C. (mil.) ‘56—$150.1; ‘57—$136.1 
GRUMMAN AIRCRAFT ...000.o 90.6 1075 2.3 9 47 3.50 2.38 1.75 1.50 34%—15% 22 69 


1_I|Improved earnings trend. 
2—Sustained earnings trend. 


'—9 months end June 30. 
“—Plus stock. 


Douglas Aircraft is expected to report lower earnings for 1958 as the 
result of declining deliveries of conventional airplanes and continued 
heavy development expense on the DC-8. Increased deliveries of missiles 
and lower costs on the DC-8 seem likely to bring a good turnabouut in 
earnings in 1959-60. (B-3 


General Dynamics: Despite moderately lower volume and profits in pro 
spect for the current year, increased delivery of its B-58 bomber and 
medium range transports as well as missiles and planned expansion of 
civilian lines should improve 1959 results. (B-2 


Chance-Vought: Unfilled orders of this leading producer of Navy fighting 
craft and missiles were $542 million on June 30, 1958, up from $467 
million a year earlier. Earnings for 1958 are expected to reach abovt 
$8.50 a share as against $5.65 in 1957. Dividends have been raised 
from $0.40 quarterly to $0.50. (B-1 


Grumman: Orders of this leading producer of Nava! fighters totaled 237 
million on June 30, 1958 and were moderately below yeor earlier levels 
Earnings for 1958 are likely to be we!!l below the $2.38 a share of 1957, 
which included special credits of $0.66. Dividends of $0.37 quarterly 
may continue. (C-3 


3_Lower earnings trend. 
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new missiles. Considering both the fantastic expense 
and also the accelerating obsolescence of modern air 
weapons, it is indeed a problem, and it is one to 
which there may not be any satisfactory answer. 
The day of very large orders for any given model 
of military airplane may be gone. In their place may 
be developing research and development expenses 
to stay in this race which would even make the 
du Ponts gulp, let alone the airplane and missile 
makers. 


Individual Companies 


With this in mind we turn now to review the cur- 
rent operations and near term prospects of five 
leaders in the aircraft and missile field. 

This also is the place to observe that many of the 
leaders undoubtedly are working on highly classi- 
fied projects which can’t even be discussed, much 
less appraised. Indeed the aircraft-missile industry 
is not for the timid. However, for the brave it may 
be quite rewarding. 

Boeing Airplane is designer and producer of the 
graceful B-52, the war-engine which is still the prin- 
cipal deterrent in the hands of C. LeMay and the 
Strategic Air Command. It also produces the KC- 
135, the jet tanker which fuels the B-52s, in flight if 
need be. Notwithstanding the flashing Convair B-58 
Hustler and the lowering birds still at Cape Car- 
naveral, the B-52’s are in the air and ready to do 
business anywhere in the world. Deliveries of B-52’s 
will continue through 1959, and mayhap much 
longer. Reflecting this, Boeing’s unfilled orders to- 
taled $2,825 million on June 30 last, as against 
$2,837 a year earlier. Consequently, Boeing’s volume 
and earnings for 1958 should at least equal the rec- 
ord levels scored in 1957 when net equaled $5.49 a 
share. 1958 is Boeing’s year. 

Looking beyond 1958 into 1959 and 1960 are the 
Bomare and the Boeing 707 and 720. The Bomarc is 
a ground-to-air missile which is scheduled for large 
scale production in 1959-60. 

The Boeing 707 may be the more important of 
the two as regards profits. This is a jet passenger 
transport which can carry up to 130 passengers and 
for 151 of which Boeing has already received orders. 
Delivery of these planes is scheduled to begin in 
late 1958. 

Boeing’s present annual cash dividend of $1.00 
should be maintained, and a small year-end extra 
in stock is also a probability. Now at 46, down from 

65 in late 1956, this equity has much to recommend it. 

Douglas, long the competitive leader in the com- 
mercial aircraft field, is also a major producer of 
military aircraft of conventional types. Reflecting 
lower orders for both military and commercial air- 
craft (“I wouldn’t take a propellor driven plane if 
you gave it to me’’—E. Rickenbacker), the company’s 
unfilled orders as of May 31, 1958 were $1,584 mil- 
lion, a slippage of 23% from the year before. How- 
ever, Douglas also is a leading producer of such 
missiles as the Nike Ajax, Nike Zeus, Nike Hercul- 
les, Thor, Genie, and Sparrow II. Rising deliveries 
of these missiles in 1958 is expected to keep the 
company’s volume near 1957 levels. 

Notwithstanding this, the company’s profits for 
1958 will be materially below the $8.28 a share re- 
ported for 1957. The principal reason of course is 
the company’s extraordinary costs for developing 
the DC-8, its first commercial jet airliner, one with 
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seating capacity up to 176. It has been reported that 


in development costs, and that the company’s total 
investment in the DC-8 is over $200 million, which 
comes to about $54 a share of Douglas common. 
This is a good place to pause and reflect that the 
new Fairless Works of U. S. Steel is believed to 
have cost $350 million. 

It is expected to be fiscal 1960 (not 1959) before 
lower development costs on the DC-8 and rising 
deliveries of this jet liner as well as missiles is 
expected to bring a major upturn in profits. 

Quarterly extra dividends of $0.50 were first re- 
duced to $0.25 and then replaced by a dividend o| 
3% in stock. However, regular quarterly dividends 
of $0.50 appear reasonably secure. Now quoted et 
60, down from 96 in 1956, the company’s adverse 
near term prospects appear to be at least partially 
discounted and the issue should be retained. 

General Dynamics occupies a relatively strong pos - 
tion. Its Convair division has developed the B-5%, 
at present the only Mach II bomber known to be in 
action. (Mach II is 1,480 m.p.h. in World War I! 
arithmetic.) The Air Force has already ordered 3) 
copies of this bomber, and indicated it plans t» 
order another 40. Convair also is known to be at 
work on a nuclear powered bomber, while its missile 
projects include the Atlas, the Terrier, and the Tay- 
tar. The Company’s Electric Boat division is the 
principal private builder of submarines and woul 
seem to be a prime beneficiary of the stepped u» 
appropriations made by Congress for missile 
carrying submarines. 

Other divisions of General Dynamics are promin- 
ent in telephone equipment and dynamics (Strom- 
berg-Carlson), in motors and generators (Electro- 
Dynamics), and the leading producer of carbon 
dioxide (Liquid Carbonics). The company’s Convair 
division alse has orders for 87 of its Model 880 
medium range jet transports, and expects to start 
making deliveries of these planes in late 1959. 

Unfilled orders in hand on June 30, 1958 were 
$1,700 million as against $1,989 million the year 


this plane, now being given the 1,000 hour test, | 
has already required more than $40 million soiely | 








before. The company’s total dollar volume for 1958 | 


may be somewhat below the record level of 1957, and 
earnings seem likely to be down somewhat from the 
$4.80 a share reported for that year, partly as the 
result of the increase in the number of shares out 
standing. 

However, looking ahead into 1959 and 1960, larger 
deliveries of missiles, of its 880 jet transports, of 
its B-58 bomber, and perhaps of its submarine di- 
vision indicate that volume and earnings will be 
making good comparisons. General Dynamics ap- 
pears to be one of the most attractive aircraft 
missile equities, although at its current price of 61, 
it is close to its 1957 high of 685%. 

Lockheed Aircraft has long been one of the leading 
producers of conventional military planes and also 
a sizeable producer of commercial craft. Its princi- 
pal missile interests are in the Polaris, the solid- 
fuel submarine-based missile which was a principa! 
beneficiary of the missile-program appropriations in 
creased by Congress in August 1958. 

Of equal importance for the future is the Electra, 
the turbo-prop jet transport for 144 of which Lock- 
heed holds orders. It has also developed a medium- 
range twin-jet 10 place transport. 

Unfilled orders on hand June 30, 1958 totaled 
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Ist 6 Months - 


—Based on latest quarterly dividend rate. 


ockheed: Cut-backs and stretch-outs in deliveries of certain planes are 
ing offset to an increasing extent by rising deliveries of missiles 
arnings will be aided by sharply lower development costs on the 
ectra. 1) 


Martin Co.: Earnings of this producer of Naval planes and missiles 
ore expected to approximate the $3.38 a shore reported for 1957, as 
rising missile production offsets lower plane production. Dividends 
* $0.40 quarterly may continue. (C-2 


McDonnell Aircraft: This producer of Naval fighters and missiles re- 
ted net income of $6.33 a share for the year ended June 30, 1958 
against $6.34 in fiscal 1957. Sales for fiscal 1958 are expected to 
proximate $400 million. Profits should be well maintained. Prospects 
tor an increase in the quarterly dividend of $0.25 are encouraging. (C-2 


North American Aviation: Unfilled orders of this large producer of air- 


aft were $534 million on June 30, 1958, down from $873 million a 
sor earlier. Earnings for the fiscal year ending September 30, 1958 


RATINGS: A—Best-grade. 
C—Speculative. 


B—Good-grade. 
D—Unattractive. 


Statistical Data on Leading Aircraft Companies (Continued) 





Net Profit Dividend Per 
Net Sales Margin Earned Per Share 
1957 1958 1957 1958 Net Per Share Share Indicated Price RangeReceni Div. 
| ——(mi.lions)—— % % 1957 1958 1956 1957 1957 1958* 1957-1958 Price Yield 
OCKHEED AIRCRAFT ........................ $425.0 $465.7 1.7% 2.9% $2.56 $3.30 $5.10 $5.52 $2.40° $2.40 57'*—26 52 4.6% 
v.C. (mil.) ‘56—$108.2; ‘57—$106.4 
ES 188.2 2.1 1.9 1.51 1.23 3.73 3.38 1.60 1.60 47’s—26'2 34 47 
1.C. (mil.) ‘56—$37.1; ‘57—$15.0 
cDONNELL AIRCRAFT .......000000000.... 335.2! 442.4' 2.8 2.2! 6.34 6.33 4.55 6.34 50 1.00° 4434—18's 33 3.0 
C. (mil.) ‘56—$17.6; ‘57—$30.6 
iORTH AMERICAN AVIATION ........ 937.0 678.8- 2.8 2.6 3.32 2.27 3.59 4.23 2.00 2.00 39'4—20's 34 5.8 
V.C. (mil.) ‘56—$111.9; ‘57—$120.5 
JORTHROP AIRCRAFT .... eee 204.3' 191.6 1.7! 24! 233! 2.99 3.28 362 1.60 1.60 28%—15% 26 6.1 
V.C. (mil.) ‘56—$24.1; ‘57—$20.8 
EPUBLIC AVIATION. ...................0+0. 168.3 86.3 2.1 1.7 2.49 1.04 5.01 4.15 2.00 2.00 3234—13 27 74 
N.C. (mil.) ‘56—$34.0; ‘57—$34.9 
Re 604.0 635.8 4.2 3.5 3.99 3.43 5.88 7.97 3.00 3.00 75\s—42 68 44 
V.C. (mil.) ‘56—$138.3; ‘57—$141.0 
| W.C.)—Working capital. '—Years ended June 30. —Plus stock. 


°—9 months ended June 30. 


1—Improved earnings. 


Full Year 


'—9 months ended April 30. 


are expected to be sharply below the $4.23 reported for fiscal 1957 
Dividends of $0.40 quarterly are not too secure 

Northrop Aircraft: Earnings for the year ended July 31, 1958 are er- 
pected to be close to $4.00 a share, up from $3.62 in fiscol 1957 


1959 appear favorable in view of increased orders for 
Dividends of $0.40 quarterly appear se- 


Prospects for 
training plones and missiles 
cure. 1 


Republic Aviation: Earning for 1958 are expected to be sharply below 
1957's $4.15 a share, reflecting reduced deliveries of fighter planes 
It may be 1959-1960 before any material upturn in profits comes about 
Dividends of $0.50 quarterly are not secure. (C-3 


United Aircraft; Earnings of this leading producer of aircraft engines, 
components, and helicopters for 1958 are expected to be moderately 
below the $7.97 a share reported for 1957. However, dividends of 
$0.75 a share appear secure. Increased participation in the missile 
field should help longer term prospects. (B-3 





2—Sustained earnings trend. 3—Lower earnings trend. 




















$1,215 million as compared with $1,293 the year 
before. Partly because of cut backs in contracts for 
conventional airplanes, Lockheed’s volume for 1958 
probably will be well under 1957 levels. However, 
net profits are likely to be up somewhat from the 
$5.52 a share earned in 1957. The principal reason 
for this is the absence of heavy development ex- 
penses on the Electra. These totaled $19,000,000 in 
1957, equal to about $6.40 a share of Lockheed 
common. 

Looking ahead to 1959 and 1960, rising deliveries 
of the Electra, the acceleration of the Navy’s Polaris 
submarine program, and lower development ex- 
penses on both items suggest earnings will make a 
good showing. In view of improved prospects, the 
present dividend of $2.40 seems likely to hold. Now 
quoted at 52, down from its high of 64 in 1955. 
Lockheed should be included among those aircraft 
companies which seem well set up for the new era. 

United Aircraft has long been the leading producei 
of engines for both military and commercial air- 
craft. In addition, its Hamilton Standard Division 
produces propellers and the Sikorsky Division makes 
commercial and military heliconters. In mid-1958 
United also acquired Norden-Ketay Corp., producer 
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of electronic devices for control of aircraft and 
missiles. 

United’s unfilled order backlog on June 30. 1958 
was approximately $1,675 million, down 17% from 
the $2,050 million in hand the year before. The 
decline reflected reduced orders for reciprocating 
engines, propellers and similar products. Despite the 
lower backlog, the company’s volume for 1958 is 
expected to about equal the record levels of 1957. 
Earnings for the first half of 1958 were $3.43 a 
share as against $3.99 for the initial 1957 half. For 
the full year 1958 they probably will be off mod- 
erately from the $7.97 a share scored last year. 

Looking ahead to 1959 and 1960, prospects shape 
up rather well for United. These center about its 
J-57, the high-powered (15,000 lbs of thrust with 
after-burner) which powers the Boeing eight- 
engined 13-52, the Boeing four-engined KC-135 jet 
tanker and other top-drawer military planes as well 
as the Northrop Snark, a 5,000 mile missile. More- 
over, J-57’s and the advanced J-75 will power both 
the DC-8 and the Boeing 707 commercial jet trans- 
ports. Commercial orders for almost 1,800 J-57’s 
and J-75’s were on United’s books at the end of 
1957 and deliveries of (Please turn to page 649) 
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Will Jets 


Lift Airline Earnings? 


... plus an appraisal of Highway Transportation Companies 


By J. C. Clifford 


ie jet age in commercial aviation — perhaps a 
preview of space travel — is almost at hand. 
Deliveries of Boeing 707’s, Douglas DC-8’s, General 
Dynamics Convair 880’s and Lockheed Electras are 
scheduled to begin in another few weeks. Reassuring 
tests already have been conducted. Regular service 
between New York and Los Angeles with new jet 
707’s is expected to commence late this year or by 
January, 1959. Flights from one coast to the other 
at speeds approaching that of sound will be common- 
place in a matter of months. 

What will this history-making development mean 
for the nation’s airlines? Serious problems certainly 
are involved, but precedent suggests that the tran- 
sition will give new impetus to the industry’s 
growth. That has been the record of earlier out- 
standing improvements in services. Difficulties in- 
volved in financing acquisition of the powerful new 
equipment present the greatest hazards at the mo- 
ment. Labor adjustments will be required to permit 
economic and efficient operations. Greater problems 
have been resolved in the past, however, it is argued, 
and managements of major transportation compan- 
ies feel confident that an era of tremendous growth 
and prosperity is just beginning. 

So far as the stock market’s appraisal of this 
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impending transition is concerned it may be noted | 


that investors have evidenced concern over various 
uncertainties for many months. Uneasiness over the 
outcome in the light of adverse business conditions 
has found expression in a protracted decline in 
shares of major carriers. Nevertheless, investors 


have shown reawakened confidence in recent months ff 


that the change can be successfully accomplished 
and that faster and more comfortable flights will be 
welcomed by the traveling public. Industry officials 
feel that after the initial impact of heavy change- 
over costs have been absorbed, an earnings recovery 
should be in order. 

Basis for optimism over financial results in com- 
ing years as jet craft are assimilated is found in 
the fact that substantial economies are anticipated. 
Flights between New York and Los Angeles in the 
707’s, for example, are expected to require no more 
than five hours, perhaps slightly less. This would 
compare with about nine hours at present, often 
longer when headwinds are encountered. The saving 
of 40 per cent or more in time holds out promise 
of greater utility of equipment. Although fuel costs 
would be greater than for planes powered with 
piston engines, the (Please turn to page 645) 
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Statistical Data on Two Transportation Groups 








Ist 6 Months Full Year ——- 
Dividends Per 
Revenues Net Profit Net Per Earnings Per Share Div. 

1957 1958 Margin Share Share Ind. Price Range Recent Yield 
AIRLINES -——(Mil.ions)——- 1957 1958 1957 1958 1956 1957 1957 1958* 1957-58 Price % 
AMERICAN AIRLINES ..................$152.0 $153.8 3.7% 36% $ 67 $ 67 $2.40 $1.31 $1.00 $1.00 24%—14 22 4.5% 
W.C. (mil.) ‘56—$24.4; ‘57—$35.2 
BRANIFF AIRWAYS .....00000000000..... 30.2 33.2 2.7 2.6 28 30 64 59 .60 —_ lWa— 6% 10 — 
W.C. (mil.) ‘56—$4.4; ‘57—$6.2 
CAPITAL AIRLINES ......... | 50.1 41.7 41.4 4.85 480 41.38 43.16 — - 26%— 9% 16 — 
N.C. (mil.) ‘56—$2.1; ‘57—$d3.7 
DELTA AIR LINES ........................ 78.5! 88.11 3.3! 1.2! 2.34! 951 4.70 2.34 1.20 302 28%—15% 20 — 
W.C. (mil.) ‘56—$3.4; ‘57—$5.6 
EASTERN AIR LINES 2.000... 138.2 139.9 3.8 3.5 1.40 94 5.17 3.21 1.00% 1.00 51%—27 36 2.7 
W.C. (mil.) ‘56—$18.2; ‘57—$35.0 
‘LM ROYAL DUTCH AIRLINES .... 61.3 60.4 33 41.0 1.56 444 4.60 3.98 79 1.054 36%—23% 27 3.9 
w.C. (mil.) ‘56—$26.7; ‘57—$27.9 
NATIONAL AIRLINES ................. 42.76 39.46 5.56 156 2.256 4546 4.14 3.00 1.00 5 30 —13%4 17 — 
W.C. (mil.) ‘56—$4.9; ‘57—$ .6 
NORTHWEST AIRLINES .............. 38.3 44.1 2.3 1.1 66 38 2.18 3.56 .80 80 17%— 9% 17 47 
W.C. (mil.) ‘56—$4.5; ‘57—$4.4 
2AN AMER. W. AIRWAYS...... . 66.7 64.3 42.2 45.2 4.24 d.55 2.31 1.35 .80 80 19%—12% 17 47 
W.C. (mil.) ‘56—$20.3; ‘57—$7.5 
TRANS WORLD AIRLINES 119.5 136.5 4.9 48.7 dig 41.79 4.70 4.23 - — 20%— 9% 4 — 
W.C. (mil.) ‘56—$18.4; ‘57—$5.2 
JNITED AIRLINES ........... —— 148.0 2.2 2.7 91 1.19 4.57 2.28 50° 50° 43%—18% 30 1.6 
W.C. (mil.) ‘56—$32.8; ‘57—$40.7 
WESTERN AIR LINES .................. n.a. n.a. na. na. 1.78 d 82 3.91 2.83 80° 80% 25%—17'% 22 3.6 


W.C. (mil.) ‘56—$4.6; ‘57—$4.6 
W.C.)—Working capital. 

41—Deficit. 

*—Based on latest quarterly div. rate. 
1.a.—Not Available. 


RATINGS: A—Best grade. 
1_Improved earnings trend. 


American Airlines: With benefit of higher fare schedule and possibly 
creased capital gains on equipment sales, this leading trunkline is 
xpected to report earnings comparing favorably with 1957 and afford 
g coverage for $1 dividend. (B-1 
raniff Airways: Route extensions and increased operating efficiency 
how indications of more satisfactory results this year than in 1957 and 
ospects are regarded as promising for 1959, but restrictions may bor 
vidends. 1 

Capital Airlines: Competition from major carriers continues to pose 
roblems. Development of new Florida route expected to enlarge re 
enves in winter season. Smaller loss than in 1957 projected this year 
ividends unlikely. (C-2 
Delta Airlines: Development of keener competition as result of new 
»ute awards had adverse effect on earnings with net profit declining 
herply and necessitating omission of dividends. (C-3 

Eastern Arlines: Earnings this year may be about the same as depressed 
957 figures unless company is compelled to liberalize plane deprecia 


1—Year ended June 30. 


$—Pius stock. 


B—Good grade. 


on policy now under litigation. Prospects favor continuance of $1 
lividend. (A-2 
KLM Royal Dutch Airlines: Increasing emphasis on ‘‘thrift’’ class of 


raffic and rising overating costs account for narrower margins despite 
ncreasing traffic. Higher depreciation charges holding down net. 3 


BUS & TRUCKING 


FIFTH AVE COACH ............... 32.9 32.1 40 416 
W.C. (mil.) ‘56—$1.1; ‘57—$1.8 

GREYHOUND secon SOD 146.4 2.1 1.4 
W.C. (mil.) ‘56—$36.0; ‘57—$13.0 

HERTZ CORP. .......... 18.8! 21.7! 5.51 3.0! 
W.C. (mil.) ‘56—$6.5; ‘57—$4.1 

NATIONAL CITY LINES ................ 13.0 11.9 1.2 9 
W.C. (mil.) ‘56—$5.4; ‘57—$5.7 

TWIN CITY RAPID TRANSIT 72 68 41.7 42.7 
W.C. (mil.) ‘56—$ .4; ‘57—$ .3 

U.S. FREIGHT 41.3! 41.3! 1.71 31 


W.C. (mil.) ‘56—$8.0; ‘57—$9.1 
W.C.)—Working capital. 
d_Deficit. 
Fifth Avenue Coach Lines: Steadily mounting wage costs and shrinkage 
n revenues resulting from boost in fares point to adverse earnings 
trend. Plea for municipal tax concessions may bring some relief. 
Dividend uncertain. (C-3 
Greyhound: Aggressive merchandizing of 
ustain traffic in face of competition from private motor cars 
his year may approximate 1957 results. (B-2) 
Hertz Corporation: Industrial recession bringing economies ir business 
travel, but long range growth is anticipated, especially in freight leasing 
activity. Dividend safe. (B-3) 
RATINGS: A—Best grade. 
1_Improved earnings trend. 


1—Ist Quarter. 


services evidently helping to 
Earnings 





B—Good grade. 


C—Speculative. 
°—Sustained earnings trend. 


2—Ist payment June div. omitted. 


C—Speculative. 
2—Sustained earnings trend. 


1.50 
26 
55! 

1.20 

4.33 


86! 


4—Thus far in 1958. 

5—Declared 12'2% in stock to 10/30/58. 
5—9 mos. ended Mar. 31. 

7—Ist Quarter. 


D—Unattractive. 
3—Lower earnings trend. 


National Airlines: Creation of competing rovtes for New York-Florida 
traffic and rising costs had adverse effect on results for fiscal year ended 
June 30. Cash dividends may be eliminated -3 

Northwest Airlines: Reduction in capital gains points to likelihood of lower 
earnings this year. Line may benefit from increased Alaskan trovel 
Maintenance of modest dividend regarded as assured for near term. (C-3 
Pan American World Airways: Success of modern jet planes could hove 
significant impact on operations of this leading international carrier 
through development of increased traffic. Adequate coverage seen for 
modest dividends. (B-3 


Trans World Airlines: Continuance of unprofitable operations suggests 
that cash dividends are unlikely for near term, especially in view of 
need for financing new equipment purchases. Hughes Tool Co. holds 


D-3 


Encouraging summer rise in traffic, along with higher 


about 78% of stock 
United Air Lines: 


fares on Hawaiian route, contributing to earnings improvement. West 
Coast operations felt benefit of protracted Western Air Lines labor 
dispute. (B-3 


Western Air Lines 
serious handicap on 1958 earnings 


Strike of pilots lasting more than three months poses 
Extension of routes in Pacific Coast 


area holds promise of growth. Dividend maintenance likely. (C-3 
459 3.47 2.54 2.50 502 29%—16% 19 2.6 
17 1.27 1.22 1.00 1.00 16%—-14 16 62 
3. 2.63 2.88 1.05 1.203 44%4—27% 37 3.2 
77 2.45 2.74 2.00 2.00 24%—18% 23 8.46 
d 46 1.21 1.01 1.80 1.50 17 — 9% 12 15.0 
201 2.56 3.05 2.00 1.50 38 —20% 38 5.2 


3—Plus stock. 


2—$.50 yr.—end. Ist quar. div. omitted 3/17/58. 


National City Lines: Lower revenues indicated in reflecting lower volume 
of traffic, but capital gain results promise to have important bearing 
on final profits for 1958. Dividend uncertain. (C-2 


Twin City Rapid Transit: Difficulty of obtaining rate 
for increased wage costs indicates sharp declin 
raises doubts over dividend, recently reduced. Mi 


relief to compensate 
1958 earnings and 
her fores needed. (C-3 


”" 


U.S. Freight: Bright outlook for expansion of freight forwarding activity 
with use of a new type of “‘piggy-back’’ car that can be leased from 
manufacturers points to rise in volume of business. (8-3 
D—Unattractive. 

3—Lower earnings trend. 








| 
| 
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by Noel Hemming 












SHIPPING 


and SHIPBUILDING 


HE dramatic voyage of the nuclear-powered 

Nautilus, under the North Pole, has opened up 
the vision of a new form of sea travel in future 
years. It is true that the immediate significance of 
underwater conquest of the polar region is one of 
national defense, with costs relatively unimportant, 
and that much time must elapse before personnel 
and cargo submarine carriers become commercially 
feasible. Nevertheless, the accomplishment inspires 
the imagination. It has cut in half the distance from 
London to Tokyo. It ranks among the pioneer voy- 
ages of history. 

In all probability, the feat of the Nautilus will 
result in higher appropriations from Congress for 
new shipping construction in general, as well as for 
nuclear-powered vessels and submarines in par- 
ticular. 

The event comes at a time when new contracts 
for ship construction and repairs have slowed down 
appreciably. However, even before the accomplish- 
ment of the Nautilus, the Government had a large 
long-term ship construction program, for reasons 
related to national defense, which had not gained 
momentum. 

The common stocks of the publicly-owned ship- 
building companies have participated to only a 
minor extent in the rising market this year and, 
for this reason if no other, they appear to be less 
vulnerable to any market set-backs than a number 
of other groups. 

The current shipbuilding slowdown is sharp but 
not serious, as a steady flow of new orders from 
the subsidized shipping companies should improve 
the picture. Work now underway in domestic yards 
may soon dip below 3 million tons for the first time 
in eighteen months, as the major companies have 
had no commercial orders of any substance since 
March. 

We may draw a parallel here to the Government’s 


636 





highway construction program — billions of dolla:s 
available as subsidies, but a delay in acquiring m- 
mentum because of the magnitude of the amoun‘s 
involved and the duration of the program. Now 
after many disappointing delays, the road program 
is starting to roll. We can expect a similar pattern 
from the vital shipbuilding industry. The Govern- 
ment’s $3 billion long-term program of replacing 
approximately 300 vessels is expected to result in a 
volume of ship construction business sufficient ‘to 
assure profitable operations for the builders when 
deliveries are made. 


National Defense Considerations 


It is important to bear in mind that considerationis 
of national defense require that our shipyards be 
kept operating. It costs in general twice as much 
to build a vessel in an American yard as in a for- 
eign yard; thus, the Government under the con- 
struction-differential subsidies contributes the dif- 
ference. In addition, the Government not only 
contributes the cost of special defense features in- 
corporated in the vessels to be built, but also assists 
in raising the funds which the ship operator must 
provide. From 75% to 8714% of such funds can be 
borrowed at 314% under provisions of the 19:6 
Merchant Marine Act. 

In commenting on the polar achievement of the 
Nautilus, naval architects indicate that the cost of 
an underwater vessel, equipped to carry passenger's 
or freight, would be astronomical, particularly as 
it would have to be propelled by atomic energy. So 
far, nuclear propulsion cannot compete with con- 
ventional coal and oil as an economic source of 
power. 

The fiscal 1959 naval construction budget provides 
for an estimated appropriation of $1.3 billion, and 
the 1960 budget is expected to be substantia!!y 
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larger. The trend away from conventional powered 
vessels to the nuclear type will be greatly accelera- 
ted. The Navy has already contracted for 22 nuclear- 
powered submarines and a nuclear-powered aircraft 
carrier. 

American Ship Building Company is strategically 
located in the Great Lakes area to become the prime 
beneficiary of ship repair and construction work 
stemming from the opening of the St. Lawrence 
Seaway. The company operates shipyards at Toledo 
and Lorrain, Ohio, South Chicago and Buffalo. The 
annual report covering the fiscal year ended June 
30, 1958 has not as yet been made available, but a 
deiicit from operations is strongly indicated. For 
the 1957 fiscal year a deficit of $6.98 a share was 
reported due principally to the necessity of setting 
up reserves for losses sustained on Navy contracts. 
Operations for the first half of the 1957-8 fiscal 
year (i. e., for the six months to December 31, 1957) 
resulted in a continuing deficit and, since then, the 
Navy Department announced that it had cancelled 
plans for the construction of two Destroyer Escorts, 
at a cost of $13 million each for which prime con- 
tracts had been awarded to the company. Common 
dividends were deferred last February. Although 
listed on the New York Stock Exchange, the cap- 
italization of the company is relatively small and 
the floating supply of common stock is limited, re- 
sulting in more volatility than seems suitable for 
the average investor. However, where the stock has 
been held through the setback, we would now retain 


commitments in view of the long term outlook for 
the industry as a whole. 

Although rated as the largest domestic shipbuild- 
er, Bethlehem Steel derives only about 13% — an 
estimated $385 million — of its total billings from 
ship repair and construction activities. This com- 
pany is the country’s second largest steel producer 
and an investor in its common stock should realize 
that only a minor portion of the overall profit is 
contributed by the shipbuilding division. Thus, Beth- 
lehem Steel common stock is not a truly representa- 
tive issue for one desiring a more direct interest 
in this industry. 

Bath Iron Works has been one of the most consis- 
tently profitable concerns in the feast-or-famine 
shipbuilding industry. For the most part, it has con- 
centrated on the smaller surface vessels, such as 
destroyers and corvettes. Over the years it has built 
up an excellent reputation with the Navy Depart- 
ment. A compilation of results covering the past 
five years of the publicly-owned ship building com- 
panies shows that this Maine concern has had profit 
margins higher than any of its competitors. Earn- 
ings last year and for the first half of 1958 were 
lower than for the corresponding period of a year 
ago, but this was attributed to lower profit margins 
on some contracts which were obtained under severe 
competition. These contracts have now, for the most 
part, been completed and the present backlog of 
over $100 million should enable the company to 
maintain a high level of (Please turn to page 649) 


























Position of Leading Shipbuilders and Shippers 
Ist 6 Months Full Year 
Net Profit Dividend Per 
Net Sales Margin Earned Per Share 
1957 1958 1957 1958 Net Per Share Share Indicated Price Range Recent Div. 
SHIPBUILDING ——(mi lions)— % % 1957 1958 1956 1957 1957 1958 1957-1958 Price Yield 
AMERICAN SHIP BUILDING ........ n.a. na. = 8=0on.a. n.a. n.a. n.a. $5.62' $d6.98' $3.00 $— 97%—48% 58 —% 
W.C. (mil.) ‘56—$6.7; ‘57—$5.7...... 
BATH IRON WORKS ...................... $ 22.2 $ 27.9 5.0 3.2 $2.65 $2.16 6.71 5.11 3.60 2.60 71%—39'% 52 50 
W.C.(mil.) ‘56—$12.8; ‘57—$13.6.... 
W.-K 687.2 506.0 7.3 5.7 1.09 61 3.83 4.13 2.40 2.40 505%s—33% 45 53 
| W.C. (mil.) ‘56—683.8; ‘57—$676.6 
NEWPORT NEWS SHIPBLDG. ........ 81.6 78.2 3.8 2.7 1.94 1.33 2.13 4.00 2.00 2.00 44354—33% 39 = «S..1 
W.C. (mil.) ‘56—$28.0; ‘57—$28.9 
NEW YORK SHIPBUILDING .......... 32.6 465 4.0 2.1 1.02 76 2.25 2.17 1.40 1.40 54%2—18% 27 5.1 
W.C. (mil.) ‘56—$20.5; ‘57—$21.7 
TODD SHIPYARD CORP. ................ 93.5" 93.4' 5.0' 3.0% 6.154 3.814 6.15 3.81 1.91 2.00° 43 —26% 38 «55.2 
W.C. (mil.) ‘56—$24.4; 57—$24.4 
W.C.)—Working capital. '—Year ended June 30. —After 3 for 1 stock split, 7/15/58. 
(d)—Deficit. “—Years ended Mar. 31, 1957 & 1958. '—Years ended March 31, 1957 & 1958. 
n.a.—Not available. 
| SHIPPING 
| AMERICAN EXPORT LINES ............ n.a. n.a. n.a. n.a. n.a. n.a. 9.53 8.09 2.00 2.00 31'%4—19% 27 #74 
| W.C. (mil.) ‘56—$14.2; 57—$10.5 
| - | 
| MOORE McCORMACK LINE .......... n.a. n.a. na. 86a. 1.43 80 3.02 2.63 1.50 1.50 25%%—17 20 7.5 
| W.C. (mil.) ‘56—$12.2; ‘57—$16.0 
is Tie CMTE | citasiesidtnneetilannavetinn disininieiiphdii n.a. no. 8=6—n.a. n.a. 3.25 2.93 9.79 7.16 2.00' 2.00 37'%—22'2 29 «68 
| W.C. (mil.) ‘57—$16.4; ‘57—$14.8 
| (W.C.)—Working capital. 1—Plus stock. 
1.a.—Not available. 
*“—Based on latest quarterly rate. 
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Mixed 


The net advance by the Dow 
industrial average since the start 
of 1958 has been about 16% up 
to this writing. Among the stocks 
included in the average, the 
largest gains have been as fol- 
lows: International Harvester 
40%, U. S. Steel 37%, General 
Foods 33.3%, Woolworth 31.8%, 
Corn Products 31% and General 
Motors 30%. At the start of the 
year, few people would have 
picked any of these stocks, with 
the possible exception of U, S. 
Steel, for relatively big market 
gains by late summer. Over the 
same period, the poorest perform- 
ers among the 30 Dow industrials 
have been Chrysler, General Elec- 
tric and Westinghouse Electric. 
Others up considerably less than 
the average are American Can, 
American Telephone, American 
Tobacco, du Pont and Goodyear. 


What Now? 

Given an extension of upward 
tendencies, probably numerous 
secondary stocks will fare better 
than the average, since many of 
the issues in it have been so large- 
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ly exploited and others have rea- 
sons for continuing to lag. Some 
better-than-average speculations, 
to ‘buy on market reactions, are 
American Potash, Hooker Chem- 
ical, Jones & Laughlin Steel, Mack 
Trucks, Pittston Company and St. 
Regis Paper. 


Rails 


The Dow rail average is up 
about 34% since the start of 1958. 
As usual on a wide market swing, 
some of the biggest gainers have 
been low-priced, low-quality is- 
sues such as New Haven, Erie and 
New York Central; but various 
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better speculations have risen] 
about as much, including Balti-] 


more & Ohio, Illinois Central and} 


Nickel Plate. There have been 
above-average gains by such good-| 
grade rails as Kansas City South-} 
ern, Southern Pacific and South-| 
ern Railway. For a single specula- 
tive choice, based on potentials 
in an extended cycle of rising 
industrial activity, we continue 
to think that Baltimore & Ohio 
has much in its favor. 


Utilities 


The 1958 net rise by the Dow 
utility average to date approxi- 



































INCREASES SHOWN IN RECENT EARNINGS REPORTS 

1958 1957 
American Chicle Co. ............ vsseesseeeeee Quer, June 30 $1.42 $1.37 | 
American Sugar Refining ssserseeeeee & mos, June 30 1.98 1.51 | 
Central & South West Corp. ....0...........00..0. 12 mos. June 30 2.45 2.24 | 
Florida Power Corp. ....cccccccccssessssessesesseeeeseeee 6 mos. June 30 1.93 1.54 | 
BIE PIII eicssecessececccssssnsine shdaisiecidenanaenaal Quar. June 30 1.37 1.15 
IE TN I osnesicccnccsncceccesensesscenevenns 12 mos. June 30 3.17 2.31 
SE III Gisosssitinensbanncninnsemmnssinoeiceasiall 6 mos. June 30 87 75 
Chance Vought Aircraft .2...............cccccccccceeeee 6 mos. June 30 4.35 1.95 
SURI IIIA. \sstlvacidhcsuccusaubnicennateenctinistdadbesepuiidanscamelia Quar. June 30 89 .62 
| Quar. June 30 54 

eee _ 
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mates 14.6%. Among the natural 
gas stocks in it, the largest gain- 
ers are Panhandle Eastern Pipe 
Line, Peoples Gas, and Columbia 
Gas System. Each continues to 
have moderate longer-range po- 
tentials. Biggest gainers among 
electric utilities in the average 
have been Con Edison, Niagara 
Mohawk and Commonwealth Edi- 


son. Income utilities are now 
again under the handicap of bond- 
f market unsettlement and conse- 
| quent higher bond yields. There 
» are better long-pull potentials in 
| growth utilities, although all are 
more dear than cheap on the basis 


of current yields and some are 
quite richly priced. Three suitable 
middle-road choices are American 
Electric, Central & South West 
anc Southwestern Public Service. 


Good 


Florida Power Corp. has an out- 
standing growth record. The stock 
made successive new highs in 
each year since 1951. From the 
average 1951 level to the 1957 
high of 5934 it rose over 200%, 
which was followed by nearly a 
25° sell-off to last October’s low 
of 45. The issue recently reached 
another new all-time high of 7514, 
up nearly 68% since October, and 
is currently at 72. Earnings for 
12 months through June 30 were 
$3.46 a share, against $2.91 on 
7.6°¢ fewer shares in the prior 
12 months, a gain of nearly 19%. 
Net income gained over 26%. 
However, the real growth in this 
situation is not that dynamic, for 
around a third of the income gain 
cited was due to abnormally cold 
Florida weather in the first quar- 
ter of this year and part of the 
second. Full-year net might be 
$3.50-$3.60 a share, against 1957’s 
$2.96. Dividends are at $2. There 
have been rumors of a possible 
coming stock split of 2-for-1 or 
3-for-1; and a boost in the divi- 
dend to the equivalent of $2.40 on 


Toe 










AUGUST 30, 1958 


DECREASES SHOWN IN RECENT EARNINGS REPORTS 


1958 1957 
i ID CO icecesiivicerscintsinasittnvsomnennesis Quar. June 30 « $ 69 $1.36 
Eastern Gas & Fuel Assoc. ...................00000 .6 mos. June 30 97 2.52 
Fansteel Metallurgical ....................ccceceeeee 6 mos. June 30 79 2.14 
RINNE I 0 iieaeeainasneniannnenienen Quar. June 30 47 1.15 
Gate Crachs Cae) ncnccncsccecccccsescccccccses ... 6 mos. June 30 82 2.26 
Pittsburgh Plate Glass ... Quar. June 30 78 1.62 
Timken Roller Bearing «0.0... 6 mos. June 30 1.16 2.42 
BI GIN Hk TIED siescnncsticnnscnsescnscserseincnned Quar. June 30 .27 1.24 
Crucible Steel Co. of Amer. ...............cccc000 Quar. June 30 06 73 
RN SI EN TIED sisssisenicsensnncmcnnsncesinennnnnsiciai 6 mos. June 30 1.10 1.92 








the present stock. If it comes, the 
stock could rebound to or slightly 
above the previous top of 7514, 
which was attained with the aid 
of the split rumors. In short, the 
bright side of this picture has 
been largely discounted. There is 
more equity financing ahead, and 
probably a year or more of slower 
growth in earnings per share. On 
a medium-term view, the stock is 
a profit-taking sale at present or 
modestly higher levels. On a long- 
pull view, we would again favor 
it only on a sizable sell-off. 


Farm Machinery 


The farm machinery stocks 
have recently been more popular 
than in some time; but the group 
has an unimpressive record and 
limited potentials from present 
recovery levels. With the excep- 
tion of Deere, all issues have re- 
mained under highs reached as 
far back as 1929. Subsequent per- 
formance, measured by levels at- 
tained at cyclical tops in 1937, 
1946 and 1955, compared unfav- 
orably with that of the industrial 
average. Farm income has im- 
proved moderately from the re- 
duced levels of recent years, im- 
portantly due to higher prices for 
meat animals. It may tend to level 
off over the next couple of years. 
Basic growth is absent. What the 
farm equipment makers think of 
this business as a long-term mat- 
ter is indicated by the fact that all 
principal companies have diver- 
sified along varying industrial 
lines to reduce dependance on it. 
However, farm-eauipment lines 
are more profitable right now 
than the others. Deere has diver- 
sified least and is predominantly 
a farm-machinery stock. Ironic- 
ally, its market pattern has been 
by far the best in the group in 
that the recent new high of 45 
was an all-time high, well above 
earlier cyclical tons and over 
double the issue’s 1929 top. Pro- 





































fit may be $4.25-$4.50 a share for 
the fiscal year ending October 31, 
against the prior year’s $3.96 and 
the best showing since $4.93 in 
1952. Dividends ($1.50 regular) 
should exceed 1957’s $1.75, with 
$2 to $2.25 possible. Even so, it 
is difficult to rationalize recent 
enthusiastic demand for the stock. 
It appears adequately priced on 
present earnings. So do _ the 
others. 


United Artists 

Now at 24, the stock of United 
Artists Corp. has risen only a 
couple of points or so since spec- 
ulative possibilities in it were 
cited here early in June. Mean- 
while the dividend rate has been 
raised from $1.40 to $1.60, mak- 
ing the current yield 6.6%. We 
continue to expect that 1958 earn- 
ings will set another new record, 
materially above 1957’s $3.05 a 
share, thus extending the upward 
trend through the seventh consec- 
utive year. The company owns 
no studios; and it otherwise mini- 
mizes costly overhead. For guid- 
ance of new readers, we repeat 
that its primary function is the 
financing and distribution of in- 
dependently-produced motion pic- 
tures which the management 
thinks will make money. The per- 
centage of box-office hits has been 
and remains high, which explains 
the uptrend in profits. There is 
broad opportunity in show busi- 
ness, and never too many good 
shows. This is a growth company 
in show business, as its record to 
date proves. The stock remains a 
moderately priced speculation for 
longer-term capital gain. 


Alcoa 
Aluminum Company of Amer- 
ica is the leader in the U. S. Alum- 
inum industry. Under boom condi- 
tions and firm selling prices, 
profit reached $4.24 a share in 
1956; and the dividend reached 
the present $1.20 annual basis. 
Earnings this year may be around 
$1.70-$1.80 a share. Aluminum is 
in excess supply. The recent boost 
in the primary price of the metal 
made up only a moderate portion 
of a prior cut. Aluminum fabrica- 
tions are in excess supply, prices 
depressed. Partly due to increased 
imports, competition is sharp. 
Around 82, yielding less than 
1.5% and selling at well over 40 
times likely 1958 earnings, Alcoa 
is overpriced. So also are the 
other aluminum equities. 
(Please turn to page 650) 
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Trend 


Industrial Production 
FRB INDEX 1947-1949-100) 
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Forecaster * 


INTERESTING TO NOTE — 
The rise in industrial production 
line between 1956-57 was offset 
by economic decline in that 
period, accurately forecasting 
heavy inventory accumulations. 
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Wi the many revolutionary changes in our economy, 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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THE TREND FORECASTER 
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RELATIVE STRENGTH MEASUREMENT 
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vn 7 ry a 1 1958 


This we have done in our Trend Forecaster (develop df 
over a period of several years), which employs those indicators ~ 
(see Components of Trend Forecaster) that we have found to ~ 


most accurately project the business outlook. 

As can be seen from the chart, industrial activity in itself 
is not a true gauge of the business outlook—the right answer 
can only be found when balanced against the state of our 
economy. The Trend Forecaster line does just that. When it 
changes direction up or down a corresponding change in our 
economy may be expected several months later. 


The depth or height of the developing trend is clearly pre- 


sented in our Relative Strength Measurement line, which re- | 
flects the rate of expansion or contraction in the making. When 7 


particularly favorable indications cause a rise that exceeds 
plus 3 for a period of time, a strong advance in general busi- 
ness is to be expected. On the other hand, penetration of 
minus 3 on the down side usually precedes an important con- 
traction in our economy. 

We believe that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investment 
and business standpoints. 


Current Indications of the Forecaster 


Early in the third quarter, a clear preponderance of 
the sensitive indicators entering into the Trend Forecaster 
were in an uptrend. Stock prices, raw industrial com- 
modity prices and housing starts advanced in July, and 
average hours worked by factory employees climbed 
to the best level since September 1957. Preliminary 
indications for the remaining four indicators suggest 
that most of them are also doing better. 

The sensitive Relative Strength Measure has thus 
moved well into positive ground, and is approaching 
the plus 3 level associated with a business advance. 
While seasonal irregularities typical of the summer 
months are presently beclouding the statistics, the Trend 
Forecaster is heading upward, and is forecasting further 
revival of production and sales. It should be added, as 
a caution, that the pace of this revival remains open to 
some question; a further advance of the Relative Strength 
Measure to above the plus 3 level would be an indica- 
tion that the recovery from the 1958 recession will 
broaden appreciably. 
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CONLUSIONS IN BRIEF 


PRODUCTION—activity continued to advance in July, 
and has evidently risen a little further in August, de- 
spite automotive shutdowns. Gains are fairly broad 
among durables industries. Outlook; further gains in 
sof’ goods as well as hard goods in the Fall likely. 





TRADE—Sales of consumer durables have strength- 
ened a little during the summer, and department 
sto-e sales have climbed. Further moderate improve- 
meat likely in the Fall, running through December. In 
terms of total dollar volume, it looks as if we are in 
for another Christmas spending spree. 


F 


ie es Se 


MONEY AND CREDIT—short-term interest rates have 
begun to rise, and long-term rates have now turned 
clearly upward. While bank reserves are still ample, 
the recent rise in the discount rate suggests definite 
concern of the Federal Reserve about stock market in- 
ficiion. The bottom of interest rates has been seen, 
and further rises are probable. 


“e% 


» COMMODITIES — present a confused picture of 
strengths and weaknesses. Supplies are still heavy in 
virtually all industrial commodities, but reversal of in- 





' ventory policy in some lines, provides counter-balanc- 
ing support. Mixed price trend probable. 
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MONEY AND BANK CREDIT 
(WEEKLY REPORTING MEMBER BANKS) 
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N the summer months, business has continued the 

recovery that was apparent late in the second quar- 
ter. While doubts about the stamina of the recovery 
remain, it is now widespread enough to justify 
cautious optimism. The 1958 recession is saucering 
out into an upswing that may carry into 1959. 

Just as a matter of conviction, it is worth noting 
again the principal areas in which recovery is now 
in progress. By far the most important is in the area 
of inventory demand, which is reversing fully (due to 
fear of higher prices), from liquidation into neutral, 
and from neutral into at least a little accumulation. 
(Accumulation is most likely to occur, of course, in 
those areas where liquidation has been most pro- 
nounced: namely, in auto manufacturing, defense 
manufacturing, and capital goods manufacturing.) 
In construction, too, there has been a broad reversal 
of trend in both awards and activity, with only in- 
dustrial and commercial building resisting the general 
pattern. Notable in the strength of construction has 
been the extraordinarily high level of public con- 
tract awards in recent months, auguring a continuing 
uptrend in on-site work into early 1959. And a third 
element of strength has been the turnaround in de- 
fense orders which, while not sensational, has at 
least been enough to rebuild the sagging backlogs of 
defense goods producers. 

Where do these strengths leave the general busi- 
ness picture? Clearly, they are enough to underwrite 
a further improvement from the recession lows, which 
reflected weaknesses in all three of the areas men- 
tioned. But do they lead to a new boom outstripping 


(Please turn to following page) 
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Year 

Age 
145 
162 
131 
128 


16.8 

5.8 

11.0 
138 


27.1 
13.2 
13.8 
28.1 
14.2 
13.9 


90.7 
53.9 
12.7 
24.1 
153 


4.5 

3.1 

1.6 

1.5 
1015 
1,135 
2,088 


67.2 
52.2 
7.4 
11.2 
12.8 
39.8 
2.07 
82.39 


350 
240 
56 
31 
22 
16 


120.2 
116.2 
106.6 
125.5 


107.3 
777 
32.5 

3.5 
3.3 


11.7 
6.3 
4.0 

1.6 


Latest Previous 
THE MONTHLY TREND Unit Month Month Month 
INDUSTRIAL PRODUCTION* (FRB)...... 1947-'9-100 July 133 131 
Durable Goods Mfr.......cccccccccccceee ceeeee 1947-'9-100 July 141 139 
Nondurable Goods Mfr.........ccccccceeee 1947-'9-100 July 130 129 
SEITEN (Siuiiliaiessebietinin cntucseliassssiosasnnicatiobiniee 1947-'9-100 | July 114 112 
SE cis. sais: somssesesii siabaebbnealanth $ Billions July 16.6 16.6 
Durable Goods. rie daa ealscabeinea $ Billions July 5.2 5.2 
Nondurable Goods.............ccccccceceeeeeees $ Billions July 11.4 11.4 
ee 1947-'9-100 | July 140 133 
MANUFACTURERS’ 
New Orders—Total®............ccccccsseseees $ Billions June 25.3 25.0 
ee ee ete $ Billions June 11.7 11.4 
Nondurable Goods...............:0:0000 $ Billions June 13.6 13.6 
UII cccissinsinchshicamitininioupimtinennetane $ Billions June 25.7 25.2 
I IR veccccsccsevccscesenssecicnsene $ Billions June 12.0 11.6 
Nondurable Goods...................0000 $ Billions June 13.7 13.6 
BUSINESS INVENTORIES, END MO.* $ Billions June 86.5 86.9 
eee $ Billions June 50.3 50.9 
RESETS Roe ane $ Billions June 12.1 12.1 
RIINIIIIIL. « Seseuecoisshiadsaasescuthinntconnsanebediiien $ Billions June 24.0 23.9 
BA I TIED, a cccccccsencsisencoscomens 1947-'9-100 June 148 144 
CONSTRUCTION TOTAL.......0000..........0005 $ Billions July 4.6 4.4 
UNIT Wiihstiiertiaeatsinlieidniaieliaidiidibialemeaitiias $ Billions July 3.1 3.0 
SNEED “aicticiehcshaisstdinincnisnatectlansebesdi $ Billions July 1.6 3 
nr ID” sence eacatlnnsidniadiveaiedebaianineseion $ Billions July 13 1.5 
Housing Starts*—0..............cccccseeesseee Thousands July 1160 1090 
Contract Awards, Residential—b...... $ Millions June 1,364 1.346 
ae ENE inceuitecudebsnceehseeuensenciian $ Millions June 2,455 2,056 
EMPLOYMENT 
I iittala Millions July 65.2 65.0 
PTPTIIIIIIINS. - tscisccpnchesciebeasiaeactienieilecmseinidalal Millions July 50.2 50.4 
III ins sitccsscnnniccivsciesenmnatideienin Millions July 7 7.9 
MITTIN scssscisincccsccusaniietncindasdinaeanidaiedlabiads Millions July 11.0 11.0 
II eictriininlineahatiiaancnaaastoniininiai Millions July 11.4 11.4 
NNN NTI iniscsnsteraistininetannnivaiviatin Hours July 39.2 39.2 
FRR TR cscecsveccoscescsssaccsin Dollars July 2.13 2.12 
Weekly Gearnings....ccccccccccccceseseee Dollars July 83.50 83.10 
PERSGUCAL BOCGIIER® «nn .cccccccccssecescocssese $ Billions June 352 350 
RE i i ccnesesssnctencevesennesannen $ Billions June 235 233 
Proprietors’ Incomes................cc-000+ $ Billions June 57 57 
Interest & Dividends.....................0006 $ Billions June 32 32 
Transfer Payments... $ Billions June 26 26 
Pn III icsacicciesisennbetinininnisanciniedtinsabin $ Billions June 17 18 
EI HO tcscnicnccxninocinnersiceinenees 1947-'9-100 June 123.7 123.6 
SIND -<circculniiieetdeethebidiisiaiabaasis 1947-'9-100 | June 121.6 121.6 
I~ caishininipusiancniassitasiieapicasaiavhassiananiaisn 1947-'9-100 | June 106.7 106.7 
SITIO: \ sutansisinnabuiniciiimsinenesekiesaedeeapuiinied 1947-’9-100 | June 127.8 127.8 
MONEY & CREDIT 
All Demand Deposits*.................000 $ Billions June 107.4 107.6 
I TR ses csessssseseesecsceseis $ Billions June 81.5 80.3 
Business Loans Outstanding—c.......... $ Billions June 30.4 30.4 
instalment Credit Extended”............ $ Billions June 3.3 3.3 
Instalment Credit Repaid’................ $ Billions June 3.4 3.4 
FEDERAL GOVERNMENT 
RE WN icictiihnnrsevescsoserrersevnniien | $ Billions June 10.8 49 
Budget Expenditures................sesese0+: $ Billions | June 6.6 5.8 
Defense Expenditures...............c0000 $ Billions | June 4.2 3.6 
Surplus (Def) cum from 7/1 $ Billions | June (2.8) (7.0) 


PRESENT POSITION AND OUTLOOK 


—— <a 





the heights reached prior to the reces 
sion? Here the answer is much less 
certain. To regain the levels of activi 
ty of mid-1955 to late 1956 (exclud 
ing the period of the 1956 stee! 
strike) will require a clear affirmative 
response of retail markets to the fa 
vorable influences now playing upor 
them. It will also require at least c 
mild recovery in capital goods buy 
ing—not necessarily to the levels of 
1957, but to well above the level in 
dicated by current ordering rates. The 
business trend is definitely emerginc 
from the woods; it is not yet full) 
back on the road. 


* * * 


CONSTRUCTION—here’s one of the 
foci of the recovery. In July, the tota 
value of construction put in place 
after adjustment for seasonal influ 
ences, came to $4,036 millions, abou 
3°%, higher than a year earlier, anc 
between 1°, and 2% better than i: 
the preceding month. Big gainers ove 
a year ago have been private resi 
dential building, now moving ahead, 
and public construction (the latter is 
now running fully 10°% above a yea 
ago, thanks partly to increased costs 
and a higher rate of roadbuilding.) 
About one third of the increase in 
construction over a year ago repre- 
sents higher costs; the rest is an in 
crease in the rate of activity. Judging 
from recent data on contract awards 
the gain in construction will continue 
for several more quarters. 


+ ” * 


ON THE FARM — after soaring in 
March, April and May, prices re- 
ceived by farmers fell very sharply 
in June, and a little further in July. 
Based on normal seasonal trends, a 
further decline is in prospect for Au- 
gust through October, and the very 
ample size of crops now being har- 
vested suggests that the decline may 
be considerable. The implications are 
two-fold. In the first place, the falling 
trend of farm prices argues that the 
cost of living (30° of which is repre- 
sented by food) is not going any high- 
er the rest of this year. In the second 
place, the fall in prices is likely to 
fully offset the expected rise in farm 
marketings, and the income of farm 
operators, which also rose sharply in 
recent months, is not likely to rise any 
further. 
. * * 


ON INFLATION—the recent behavior 
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QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY 


In Billions of Dollars—Seasonally Adjusted, at Annual Rates 








ie ee pasa: «enemas Sage seems of inflation. This originates partly in 
a . . el 7 the evidence that business conditions 
Quarter Quarter Quarter Quarter ns < 
7 . saaied as have begun to improve; partly in the 
GROSS NATIONAL PRODUCT ................ 429.0 425.8 438.9 441.2 fact that the recession itself did not 
Personal Consumption ........ 288.3 286.2 287.2 282.5 result in a general reduction in prices; 
Private Domestic Invest. ................000 49.2 49.6 61.5 67.0 ly in the fact that the Mid-East 
Net Foreign Investment .............. 0.5 0.5 1.9 4.2 partly wn road act tha a. ad 1G-Eas 
Sovernment Purchases ...... 90.9 89.5 88.3 87.5 crisis has stimulated a bit of specula- 
Federal sclaichiibiiiail 51.9 50.9 50.5 51.5 tive buying; partly in the fact that 
State & Local .......... 39.1 38.6 37.8 36.0 the stock market has been rising con- 
PERSONAL INCOME ........ 349.8 347.3 349.7 348.4 siderably for several months and is 
ax & Nontax Payments .... 42.3 42.3 43.0 42.7 highly speculative; and partly in the 
Disposable Income cesssenecenneeeensnnes 307.5 305.0 306.8 305.7 fact of the federal deficit, which is 
Consumption Expenditures ................ 288.3 286.2 287.2 282.5 ” : : ae : 
Personal Saving—d ................... 19.2 18.8 19.6 76 still estimated to hit $12 billion in fis- 
cal 1959. This is doubtless a cogent 
CORPORATE PRE-TAX PROFITS ........ _- 31.7 39.9 43.5 Hlecti f d hich to b 
Corporate Taxes ..... _ 16.1 19.9 21.7 co we won of grounds on which to base 
Corporate Net Profit ..........:-:s-s0+- ~ 15.5 20.0 21.8 an inflationary trend, and the Federal 
Dividend Payments ... - 12.5 12.0 12.6 Reserve is likely to act, and continue 
Retained Earnings ..... . .......--+. _ 3.0 8.0 9.2 acting, promptly and strongly to pre- 
PLANT & EQUIPMENT OUTLAYS . 30.3 32.4 36.2 37.0 vent excesses. It is widely known that 
the monetary authorities consider that 
THE WEEKLY TREND ; ce 
their anti-inflationary actions came 
Week Latest Previous Year too late and too mildly during the 
Unit Ending Week Week Ago early stages of the 1955 recovery, 
MWS Business Activity Index*..| 1935-’9-100 Aug. 9 279.8 280.6 288.4 and they are not likely to repeat 
AWS Index—per capita* ...... | 1935-’9-100 Aug. 9 | 208.8 209.4 219.2 what they consider an earlier mis- 
Steel Production . vecssneee | 2 Of Capacity Aug. 16 61.4 58.8 80.6 t 
ake. Unless th t 
Avto and Truck Production....| Thousands Aug. 16 76 81 138 f Uniess . akes an 
Poperboard Production ............| Thousand Tons Aug. 9 289 299 279 unforeseen course over the next few 
Paperboard New Orders..... Thousand Tons | Aug. 9 | 298 340 272 months, a gradually increasing re- 
Electric Power Output". ceseeeceee | 1947-'49-100 Aug. 9 237.4 235.1 225.9 striction on credit availability now ap- 
Freight Carloadinggs......... -seee | Thousand Cars Aug. 9 619 622 7Al : : . 
Engineering Constr. Awards....| $ Millions Aug. 14 337 514 412 pears likely. Implied is thus a further 
Department Store Sales............ 1947-’9-100 Aug. 9 119 114 118 rise in interest rates, the beginnings 
Demand Deposits—c $ Billions Aug. 6 55.8 56.6 55.1 of which are already in evidence. 
Business Failures ....................-.-- Number Aug. 6 290 271 265 





PRESENT POSITION AND OUTLOOK 


of the Federal Reserve has made it 
clear that it is again thinking in terms 





*Seasonally adjusted. (a)—Private starts, at annual rates. (b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d)—Excess of 
disposable income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial 
centers. (na)—Not available. (r)—Revised. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau 
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No. of Range 1958 1958 (Nov. 14, 1936 Cl.—100) High Low Aug. 8 

Issues (1925 Cl.—100) High low Aug. 8 Aug. 15 100 High Priced Stocks 234.5 189.7 234.5 232.2 
300 Combined Average ... 358.2 283.9 358.2 355.8 100 Low Priced Stocks 437.8 334.7 436.9 437.8H 
4 Agricultural Implements ..... 296.5 196.5 289.2 296.5H 5 Gold Mining .. 772.5 530.5 690.1 736.5 
3 Air Cond. (‘53 Cl.—-100) .... 107.6 87.8 107.6 105.9 4 Investment Trusts 174.6 144.4 174.6 171.9 
9 Aircraft (‘27 Cl.—100) ..... 1208.1 982.2 1208.1 1168.8 3 Liquor (‘27 Cl.—100) 1200.0 913.4 1200.0 1200.0 
7 Airlines (‘27 Cl.—100) ........ 869.5 638.8 869.5 834.0 8 Machinery 412.6 343.8 412.6 405.7 
4 Aluminum (‘53 Cl.—100) .... 354.8 253.4 354.8 344.6 3 Mail Order .... 210.9 143.3 209.6 210.9H 
Ro nee 170.2 125.0 163.0 170.2H 4 Meat Packing 170.0 123.6 166.7 170.0H 
8 Automobile Accessories ..... 358.7 298.9 358.7 355.9 5 Metal Fabr. (‘53 Ci.—100) 166.5 138.1 166.5 153.8 
6 Automobiles  .............ccc005 ses 57.2 40.8 56.0 57.2H 9 Metals, Miscellaneous . 339.4 278.3 336.8 331.5 
4 Baking (‘26 Cl.—100) ........... 35.2 28.5 35.2 34.9 4 Paper ......... 1043.8 841.8 1035.4 1043.8H 
4 Business Machines ................ 1071.0 898.2 1071.0 1071.0 22 Petroleum 822.5 629.7 822.5 796.8 
DGS. cncctcciccccncccscsnesceee 622.7 509.5 622.7 617.5 21 Public Utilities 307.6 258.9 299.9 297.3 
5 Coal Mining ........... 24.2 18.4 24.2 24.0 7 Railroad Equipment 80.0 59.2 78.4 80.0H 
4 Communications 116.8 85.7 115.1 116.8H 20 Railroads .............. 59.2 43.0 59.2 57.5 
DP CT ccecencecerstccenenceees 134.7 107.5 134.7 134.7 3 Soft Drinks ......... 550.5 445.6 533.0 541.8 
ee 920.2 707.3 899.6 906.4 12 Steel & Iron ...... 321.2 249.3 321.2 318.8 
7 Copper Mining ... 239.5 184.6 239.5 232.2 ae 127.5 102.8 127.5 127.5 
2 Dairy Products 137.4 115.6 134.0 135.1 DB OE ccenencececnnsceronssnsmnies 785.5 543.4 764.0 785.5H 
6 Department Stores ......... 7 98.4 78.9 98.4 98.4 10 TV & Radio (‘27 Cl.—100) 39.2 28.8 39.2 39.2 
5 Drugs-Eth. (‘53 Cl.—100).... 303.7 217.2 303.7 303.7 5 Textiles sasdioneasaiaiaensi 132.4 142.3 130.5 128.5 

6 Elec. Eqp. (‘53 Cl.—100).... 230.0 195.8 230.0 228.1 3 Tires & Rubber ................ 171.7 142.3 171.7 170.2 
2 Finance Companies ....... .... 724.9 568.8 719.3 724.9H_ | 5 Tobacco ........csssseveeereeseees 149.2 110.9 149.2 146.0 
GB Pe Dre ccccccccscesccces seen 350.7 255.5 350.7 345.7 Se WR. TION. ccvsecesnncenscns 300.7 239.3 289.7 289.7 
3S Food SPOres  ....ccecccccccceee cove 229.6 182.2 229.6 229.6 17 Unclassif’d (‘49 Cl.—100).... 183.8 145.4 183.8 183.8 

H—New High for 1958. 
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Trend of Commodities 


SPOT MARKETS—Leading commodities drifted rather steadily FUTURES MARKETS—Futures prices were generally lower in the 7 
lower in the two weeks ending August 15, with the relative two weeks ending August 15. Large crops and a somewhat 
easing of the tension in the Middle East making buyers improved foreign situation combined to depress quotations, 
more cautious. The Bureau of Labor Statistics’ index of 22 The Dow-Jones Commodity Futures Index lost 2.20 poinis, 
sensitive commodities fell 1.0% during the period with all to close at 153.66, fractionally under the year’s previous low, 



















sections of the index under pressure. Metals were particu- reached in January. 

larly hard hit, this component falling 1.4% on lower quo- Wheat prices were mixed in the period under review, the th 
tations for copper scrap, tin scrap and steel scrap. Other near months easing while distant options improved. Decem- m 
industrial materials to join the decline included burlap, tal- ber wheat fell 34 cent to close at 190'2, only 142 cents above 

low and wool tops, while rubber was a loan gainer. Food- the low for the life of the option. The 1958 wheat crop was de 
































stuffs also were lower as heavy production weighed on mar-_ officially estimated at a record 1,421 million bushels, which 
kets. compares with 947 million bushels harvested last year. 
Although further business recovery could revive demand Wheat supplies are enormous, but futures prices are wll 
for commodities, heavy output and large production capacity under Government support levels and impoundings should 
will act to limit advances. be heavy, with consequent reduction in “free” supplies. 
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WHOLESALE COMMODITY PRICES co 
Sa 
ALL COMMODITIES | ' jo 
1947-49 — 100 ’ 
120 ; L 1 it 
aa NON FARM A 
0 = th 
T 1947-49 — 100 % th 
hoof Ff] | | 1 B sh 
- ] 120 ‘ _ 
r 1119 RR 
90 90 ; er 
118 , by 
4117 ARM PRODUC Sw 
4 ¥ we 
60 AMIT Al —— A av 
70 a 1958 70 A 
60 . 60 
1951 1952 1953 1954 1955 1956 1957 1953 1957 1958 
Ca} 
B ove 
BLS INDEX 22 BASIC COMMODITIES B rou 
BLS PRICE INDEXES Latest 2Weeks 1Yr. Dec.6 93 93 i os 
1947-1949—100 Date Date Ago Ago 1941 Thi 
All Commodities Aug. 12 119.0 119.2 118.4 60.2 | 91 91 | S fns 
Farm Products Aug. 12 93.1 93.6 93.0 51.0 (1947-1949—100) BP era 
Non-Farm Products Aug. 12 126.0 126.1 126.0 67.0 89 89 | | pa 
22 Sensitive Commodities Aug. 15 868 87.5 89.5 53.0 rou 
9 Foods Aug. 15 87.7 888 85.6 46.5 _ 87 87 by 
13 Raw Ind’‘l. Materials Aug. 15 86.0 866 92.2 58.3 five 
5 Metals Aug. 15 89.7 91.0 102.0 546 | 85 85 but 
4 Textiles Aug. 15 79.1 79.6 82.7 56.3 | that 
| 83 83 | by j 
MWS RAW MATERIALS SPOT PR 1p fast 
MWS SPOT PRICE INDEX | 165 wvosrnitanamrte amet 165 IP how 
14 RAW MATERIALS 1p pist 
1923-1925 AVERAGE—100 160 160 seea 
AUG. 26, 1939—63.0 Dec. 6, 1941—85.0 G 
155 155 ters 
| cont 
1958 1957 1953 1951 1945 1941 | “ar 
High of Year 150.2 166.3 162.2 215.4 98.9 85.7 150 150 futu 
Low of Year 147.1 1495 1479 1764 967 743 lines 
Close of Year 150.0 152.1 1808 98.5 83.5 | 145 145 alre: 
165 DOW JONES FUTURES INDEX 155 Ity ¢ 
— eo a | —— 2 use | 
DOW-JONES FUTURES INDEX 7 | 
12 COMMODITIES 160 A. 160 
AVERAGE 1924-1926—100 155A PAA a= J 
be a . ~ Oo 
| 1958 1957 1953 1951 1945 1941 air 1 
High of Year 159.0 163.4 1665 2145 106.4 84.6 150 : 150 dred 
Low of Year | 153.7 153.8 1668 189.4 105.9 84.1 : 
easel sl 156.5 147.9 176.4 96.7 74.3 JAN FEB MAR APR way JUNE JULY AUG quite 
AUG 
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Will Jets 
Lift Airline Earnings? 





(Continued from page 634) 


payload would be much larger and 
the shorter flying time would 
mean reduced engine operation. 
are schedules have not been 
deiermined. Officials hope that be- 
fore the time arrives for publish- 
ine schedules some action may be 
taken by government authorities 
to set a pattern. Presumably, pre- 
mim fares would be seriously 
considered in recognition of time 
savings. Eventually, however, ma- 
jor carriers evidently would make 
pli ns for coach service on the jet 
liners. Comforts to be offered with 
th new planes would justify 
hi: her fares, it is contended, since 
the turbine engine causes little or 
no vibration. Cabin construction 
shits out engine noise. The new 
planes are expected to reach high- 
er altitudes than currently used 
by DC-7’s, indicating that rough 


weather can be more readily 
avoided and smoother flights can 
be assured. 


Current Long Range Planning 


arring any unexpected handi- 
caps in early stages of the change- 
over, all principal long distance 
routes are expected to utilize jet 
planes in the coming three years. 
This of course will require heavy 
financing and obsolence in consid- 
eration of new developments such 
as nuclear engines. Intermediate 
routes will continue to be served 
by conventional craft for another 
five or six years, it is believed, 
but by 1965 probably most routes 
that can be economically served 
by jets will have the benefit of the 
faster planes. Short feeder lines, 
however, will continue to rely on 
piston-powered planes for the for- 
seeable future. 

Greater utilization of helicop- 
ters in local air transportation is 
contemplated in the immediate 
future, and some scheduled air- 
lines linking small communities 
already are studying the possibil- 
ity of improving service through 
use of multi-place helicopters. 


Cost Factor 


‘ost of the “‘great adventure” in 
air travel running into the hun- 
dreds of millions of dollars poses 
quite a problem for the entire in- 
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dustry. For some of the smaller 
lines serving areas not so densely 
populated as the Middle Atlantic 
states the change may prove ex- 
tremely difficult. It is generally 
agreed, however, that Washington 
authorities are anxious for Amer- 
ican airlines to undertake the ven- 
ture of speeding communications. 
From the standpoint of military 
security alone adoption of jet 
transportation represents a vital 
forward step. Accordingly, it is 
thought that the Civil Aeronautics 

S3oard, now engaged in a thor- 
ough investigation of the indus- 
try’s fare structure, will take the 
necessary steps to assure ade- 
quate financial assistance in ac- 
quisition of equipment. 

On this assumption, it has been 
suggested that if the fare inquiry 
is not completed within a few 
months the board may consider 
authorization of another interim 
fare advance to compensate for 
additional costs encountered this 
year and to anticipate extraordin- 
ary expenses involved in “‘break- 
ing in” new jet craft. The in- 
crease in rates approved by the 
board last February was regard- 
ed as inadequate by many indus- 
try spokesmen and_ informa! 
requests for additional relief have 
been directed toward the Wash- 
ington authorities. 

Even with benefit of the hike 
put into effect February 10, which 
comprised a basic increase of 4 
per cent plus $1 additional on 
each ticket, earnings of most car- 
riers are unlikely to show any 
decided improvement this year, it 
now is believed. First quarter re- 
sults were hampered by a sharp 
drop in traffic, attributed to the 
business recession, as well as by 
delay in approval of higher fares 
to compensate for increased wage 
costs. Results in the second quar- 
ter failed to register as satisfac. 
tory gains as had been hoped. 
Traffic gradually improved, but 
operation of additional equip- 
ment, especially on new routes. 
resulted in a discouraging reduc- 
tion in the industry’s load factor. 

As an illustration of the ad- 
verse effect of unused facilities, 
Braniff Airways points out to 
stockholders that capacity as 
measured by available seat miles 
increased in the first six months 
of 1958 by 9 per cent, while rev- 
enue passenger miles registered 
an increase of only 5.6 per cent 
over 1957. The net result was a 
reduction in revenue passenger 
load factor to 56.7 per cent from 








58.5 percent, having an unfavor- 
able effect on margins. 

Vacation travel and generally 
favorable weather combined to 
give the industry a good start on 
the third quarter, but exception- 
ally favorable conditions would be 
necessary to bolster results in the 
fourth quarter in order to bring 


about any substantial gain for 
most carriers in full year’s 
results. 


CAB Rulings 


A change in accounting proced- 
ure ordered earlier in the year by 
the Civil Aeronautics Board held 
out prospect for good earnings 
gains for a couple of companies, 
but litigation subsequently indi- 
cated that the proposed change 
in reporting earnings might not 
be put into effect. A recent Circuit 
Court of Appeals ruling held that 
airlines managements would be 
permitted to determine deprecia- 
tion formulas for aircraft spare 
parts and equipment without reg- 
ulation by the board. The decision 
upset a CAB order that would 
have forced companies to keep ex- 
cessive funds tied up in equip- 
ment. 

Some observers think that a 
similar CAB depreciation order 
involving aircraft may meet the 
same fate. The Washington agen- 
cy had ordered airlines to depre- 
ciate planes over a seven-year 
period, whereas one or two com- 
panies had followed the practice 
of depreciating the craft either in 
four years or in five. A ruling 
against the CAB evidently would 
permit Eastern Air Lines and 
American Airlines (the two car- 
riers chiefly affected) to ad- 
here to their traditional depre- 
ciation policies. The litigation has 
special significance at this time in 
the light of financing problems 
loming ahead for major transport 
companies. The Circuit Court held 
in the equipment decision, that 
the Civil Aeronautics Act did not 
authorize CAB regulation of de- 
preciation policy and that Con- 
gress did not intend that the reg- 
ulatory power should be assumed 
by the board. 

Magnitude of the financial 
problem currently taking shape 
can be better appreciated by not- 
ing that about 400 new planes 
have ben ordered for delivery in 
the next two to three years. Most 
of these are large jet transports 
for domestic and international 
routes. Total costs, including im- 
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provements at airports and addi- 
tional training equipment as well 
as spare parts, may approach $3 
billion. Initial expenditures can 
be met by major carriers through 
additional borrowing, but in the 
long run a larger equity base is 
required to support extensive ob- 
ligations. Enlargement of equity 
can be attained only by develop- 
ment of earning power. Conse- 
quently, it is thought that addi- 
tional rate relief may be provided 
to assure reasonable earnings in 
1959 to justify loans that will 
have to be negotiated to pay man- 
ufacturers for deliveries of jet 
craft in the coming year. 

Because of unusual conditions 
prevailing in the air transport 
industry at the moment, it is al- 
most impossible to attempt an ap- 
praisal of representative securi- 
ties on the basis of current or 
prospective earnings. Prospects 
for dividends are even more un- 
certain in view of probable fi- 
nancial stress. One must rely 
more than ever on his imagina- 
tion or upon records of growth in 
the past to come up with a projec- 
tion for the future. Recent stafis- 
tical data and brief observations 
on individual companies in air 
transport as well as in some sur- 
face transportation lines are pro- 
vided in the accompanying tabu- 
lation. 

As a posible guide to potential 
long-range growth in air trans- 
port, one may glance back at ac- 
complishments over the post-war 
decade. The number of planes in 
use — larger, more comfortable 
and safer — has almost doubled 
in the period from 1948 to the 
end of last year. Meantime, rev- 
enue passengers carried soared to 
40 million from only 12 million 
in 1948. Public preference for air 
travel has mounted even more 
astonishingly, as revealed in the 
fact that whereas the airlines 
handled only about 9 per cent of 
inter-city common carrier traffic 
(aside from private motor cars), 
the ratio had mounted by 1957 to 
40 per cent and seems destined to 
surpass 50 per cent before long. 
Air travel has surged far ahead 
of first class railroad passenger 
traffic. 

With population gaining mo- 
mentum from year to year and 
the urge to travel becoming a 
dominant vacation stimulant, it 
seems evident that air transpor- 
tation is bound to continue its un- 
interrupted growth. Even in face 
of a sharp setback in business 
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trips because of the depression 
this year, the total of revenue 
passenger miles flown by the na- 
tion’s airlines compared favor- 
ably with 1957 through the first 
seven months. The novelty of 
speeding from New York or other 
eastern cities to Los Angeles or to 
San Francisco in five hours seems 
certain to give rise to a vigorous 
increase in transcontinental op- 
erations. Next year one may have 
breakfast in New_York and lunch 
in Hollywood without difficulty — 
unless congestion becomes too 
great on the Los Angeles free- 
ways. 


Buses and Other Transportation 


This review would be incom- 
plete without brief reference to 
representatives of transportation 
other than airlines and railroads. 
The companies considered here 
fall into three principal groups, 
namely, those engaged in leasing 
or renting automotive equipment; 
those operating interurban serv- 
ices engaged in transportation of 
passengers; and those engaged in 
local or municipal operation of 
bus or trolley lines. Stocks in this 
area of transporation gradually 
are losing investor interest — ex- 
cept in the field of rental-leasing, 
which seems to have interesting 
growth possibilities. 

Hertz is the leading factor in 
provided passenger cars and 
trucks for lease by individuals or 
corporations. The trend twoard 
dependence on equipment provid- 
ed by others has gained momen- 
tum in recent years because as a 
rule renting transportation has 
become more economical. In in- 
dustry, the cost of truck opera- 
tions has become a major handi- 
cap in distribution of goods and 
supplies. Teamster wages and in- 
surance premiums have mounted 
steadily. Leasing on short term 
basis eliminates investment in 
equipment and payroll expenses. 
Moreover, salesmen on the road 
find equipment rental a more eco- 
nomical means of serving custom- 
ers. Along this line, it is interest- 
ing to note that Greyhound has 
decided to enter the field of rental- 
leasing of motor cars. 

In interurban passenger trans- 
portation Greyhound is the leader. 
Scores of private and public op- 
erators compete in metropolitan 


suburban areas for passenger 
traffic, but no other company 
offers national facilities on the 


same scale as Greyhound. More- 
over, costs of labor, insurance and 








equipment have mounted so stead- 
ily that the company has difficulty 
in raising rates sufficiently to 
maintain satisfactory earnings. 
Local transit companies 
lustrated in this discussion by Na- 
tional City Lines and Twin City 
Rapid Transit — are finding the 
squeeze imposed by rigid rate 





structures and rising labor costs 


a serious handicap on earnings. 
Corporations operating in muni- 
cipalities and metropolitan sub- 
urban areas are hampered espec- 
ially because of protracted delays 
in obtaining rate relief from polit- 
ical bodies. From an investment 
viewpoint, stocks in this category 
are becoming less and less attrac- 
tive. Because of the seeming pros- 
pect for further growth in high- 
way transportation, companies 
engaged in freight forwarding — 
such as U. S. Freight — and in 
truck leasing appear to have 
much greater appeal for long 
term holding than those operating 
passenger transportation facili- 
ties. END 





Pros and Cons of Inflation 





(Continued from page 614) 
of this year, consumer spending 
for goods was at an annual rate 
of $176.7 billion. This rate might 
have been nearly 11 percent high- 
er if the percentage of income 
taken by consumer services had 
remained at the 30 percent rate 
of ten years ago. 
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It is quite obvious that the ef- 


for 
has 


demand 
income, 


consumer 
relative to 


fective 
goods, 


been curbed seriously by the ris- | 


ing service bite. 
Historical Sequence 


At times, one is forced to won- 
der how much of the recurrent 
emphasis on inflation, by which 
most people mean rising prices, 
is due to what the psychologists 
would term the “conditioning pro- 
cess.” 

Today’s young men and women 
have been born and grown to 
adulthood in a period of almost 
constantly rising prices. It is no 
wonder that many people, so con- 
ditioned, cannot conceive of prices 
moving in any direction but up- 
ward. 

Scant consideration therefore 
appears to have been given, either 
by the general public or the econ- 
omists, to the unusual concomit- 
ance of conditions that drove 
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prices up so rapidly in the post- 
war period. 

First, there were pentup con- 
sumer demands for goods, partic- 
ularly durable goods. Second, 
there was a serious housing short- 
age. Third, much of the industrial 
plant and equipment was obso- 
lescent. The filling of each of these 
shortages fed upon the other to 
create high level employment and 
push prices higher. 
he marriage age dropped, and 
did the age at which young 
thers bore their first child. The 
“baby crop” was augmented fur- 
ther by an increase in the number 
of children per family, reflecting 
high levels of employment and 
income. 

Che increase in our population 


SC 
m 


during the last ten years amount- 
ed to 20 million, rising from 150 
million to 170 million — and has 
been a very important factor in 
the high level of gross national 


income. Published statistics seem 
to pay too little attention to this 
influence in making comparisons 
between the gross national in- 
come of a decade ago with that of 
today. 

{nother factor of importance 
that swells the disposable income 
figures is the huge social security, 
unemployment and welfare pay- 
ments creating a stability in our 
economy that was lacking in pre- 
vious days. (Actually these fig- 
ures should be segregated from 
the national income calculations 
instead of being included as they 
give a false picture as shown by 
record high disposable income 
figures just released for July.) 

And it is well to remember too 
that our productive capacity grew 
with the growth in our popula- 
tion, and at the moment an enor- 
mous over-capacity exists which 
would be even greater but for the 
increased defense expenditures 
resulting from the cold war. 


Demands Largely Filled 


Now, thirteen years after the 
end of World War II, pentup con- 
sumer demands for goods have 
been filled. The housing shortage 
is over. For the time being, at 
least, industry has overexpanded 
its plant and equipment, carried 
away by the belief that the de- 
mand curve would continue up- 
ward indefinitely at its accelera- 
ted pace. 

Most of the industrialized coun- 
tries of the world now find them- 
Selves in pretty much the same 
situation as the United States. 
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Here, defense spending contin- 
ues high and is still rising. State 
and local government spending 
also continues upward. 

But, the civilian side of the 
economy is lagging. The marriage 
rate has declined, a most signifi- 
cant factor. There is little likeli- 
hood in the near future of a re- 
sumption of the capital goods 
boom. 


Something Lacking 


With supplies of practically 
everything large, and in some 
cases burdensome, aggressive de- 
mand from all sectors of the econ- 
omy would seem to be a prerequi- 
site for a rapidly emerging in- 
flation. 

There still are strong areas of 
demand, confined primarily to the 
“government” sector. On the civil- 
ian side, the distinct possibility 
looms for a stable market for es- 
sentials—a “‘suppressed”” demand 
for durable goods—both consum- 
er and capital—at least for the 
next several years. 

Granting that prices of some 
commodities may work higher, 
largely dependent upon the rapid- 
ity of recovery from recession and 
whether the recent uptrends in 
some lines of business activity are 
not interrupted, it is difficult to 
make much of a case for virulent 
inflation — nor does it point to 
the violent inflation upon which 
such a large amount of stock spec- 
ulation is being based. The rise in 
the discount rate announced Aug. 
14th, is an attempt to bring more 
sober action by speculators in the 
stock market. 





Conclusion 

Only coming events can give 
us the answer. On the one hand 
an increase in the price of gold 
would have a significant impact 
on inflation. On the other, a de- 
cline in defense expenditures re- 
sulting from any limitation of 
armaments agreements made be- 
tween the powers could increase 
the deflationary prospects — but 
this as well as other impondera- 
bles cannot be measured at the 
moment. 


EDITOR'S NOTE .. . In the coming 
issue, our extremely able Mr 
Michael Stephen, is going to give 
another side to the picture in dis- 
cussing the possibilities for a rise 
in the price of gold, the govern- 
ment debt, deficit spending — and 
taken together — what it can 
mean in terms of inflation. END 








DIVIDEND NOTICE 


FLORIDA POWER & LIGHT 


COMPANY 


MIAMI, FLORIDA 


A quarterly dividend of 38c per share 
has been declared on the Common 
Stock of the Company .. . payable 
September 23, to stockholders of 
record at the close of business on 


August 29, 1958. 


R.H. FITE 
President 





> 
Seasons change but, in 
Florida, fun goes on! 





—— — 


Industrial expansion 


continues setting records, too! 





UNITED FRUIT 
COMPANY 
— 237th 


Consecutive 
Quarterly Dividend 


A dividend of seventy-five cents 
per share on the capital stock of 
this Company has been declared 
payable October 15, 1958, to share- 
holders of record Sept. 12, 1958 
EMERY N. LEONARD 

















E.l.ou PONT DE NEMOURS & COMPANY 


—— QPON 


| Wilmington, Del., August 18, 1958 


The Board of Directors has declared this 
day regular quarterly dividends of $1.12'/2 
a@ shore on the Preferred Stock—$4.50 
Series and 87'2¢ a share on the Pre- 
ferred Stock—$3.50 Series, both pay 
able October 25, 1958, to stockholders 
of record at the close of business on 
October 10, 1958; also $1.50 a share 
on the Common Stock as the third quar- 
terly interim dividend for 1958, payable 
September 13, 1958, to stockholders of 
record at the close of business on August 
25, 1958. 











P. S. pu Pont, 3rn, Secretary 











Secretary and Treasurer 
“eapema Mass., August 18, 1958 


















What Second Quarter 
Earnings Reports Reveal 





(Continued from page 618) 


picture is still far from clear. 

For one thing, the severe win- 
ter in many parts of the country 
interrupted business activity, and 
much of the late second quarter 
activity may have been compen- 
satory in nature. 

Secondly, the cat-and-mouse 
game played by the steel industry 
over price increases encouraged 
advanced steel buying to beat the 
new prices. Even with this, how- 
ever, activity in the steel indus- 
try is not all it should be, and 
some experts maintain that oper- 
ations should have passed 64 per 
cent of capacity by the beginning 
of August just to keep up with 
the normal seasonal patterns. 

And lastly, this has been such 
a disruptive year, what with bad 
weather, the steel price situation 
and the early shutdown of auto 
manufacturers for new model 
changeovers, that there is a 
strong suspicion that the usual 
seasonal adjustments used to cor- 
rect raw statistical data, just 
doesn’t apply this year. 

If this view seems extreme, it 
should be pointed out that the 
government recently revised cor- 


porate profit figures for three 
and four years ago after re- 
investigation showed that the 


kind of sampling techniques used 
gave a misleading picture. Cor- 
porate profits were several billion 
higher than all of us had been 
led to believe. 

We have no wish to deny eco- 
nomic recovery. We just want to 
warn that things are not always 
what they seem—and where in- 
vesting hard earned funds is con- 
cerned, it is often best to wait 
until the evidence is in. END 





Loans and Credits vs. Grants 





(Continued from page 621) 


encountered in any Asian under- 
taking 

Russia has made overall econ- 
omic headway: the Soviet Gross 
National Product now stands at 
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about one-third of ours and by 
1960 is expected to stand at 50 
per cent of ours. On the record 
that wouldn’t seem to be stiff 
competition for the world market 
even though the red rulers have 
exported their substance not, like 
the United States, its surplus. 
And though that be true, the 
Soviet still imports 10 times as 
much machinery from the Free 
World as she exports to it. Total 
Red bloc commitments are about 
$1.5 billion but the spread is so 
thin that the annual cost is about 
$200 million, including the ‘‘con- 
tributions” from Czechoslovakia 
and East Germany, and the co- 
operative (if not in fact competi- 
tive) throw-in of Red China. 


Russian Credits Build Propaganda 


When Moscow extends credits 
just about the only requirement 
is that the money be spent on 
something tangible and showy, 
something that can afford plenty 
of surface for hammer-and-sickle 
labels. The reds do not attempt to 
write the program of projects; 
they move in with money and ex- 
pert engineering advice to “as- 
sist.” It has been complained 
that we, too frequently, attempt 
to tell a beneficiary country what 
it needs, where, and how it shall 
be constructed of what material, 
with our experts running the 
show on the site. Perhaps we do 
that because we own the money 
which is being used—under our 
gift system; the Reds are content 
with the role of creditor, lender. 
In the latter instance it appears 
to be a business deal with interest 
to be paid for the hire of the 
money and no obligations at- 
tached. Presumably the money 
will be repaid. Charity is out! 
3ut political considerations are 
in the background. 

Strongest argument for a 
switch from grants to loans and 
credits is found at the southern 
gateway to the United States. 
The 20 republics of Latin Ameri- 
ca loom as the source of supply 
to fill in for our declining natural 
resources and reserves. They are 
our second-largest export market. 
And each of these republics is 
seeking foreign investment capi- 
tal, private or public, and indig- 
nantly rejecting the suggestion 
of aid, which seems to translate 
in the Spanish into “charity.” 
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It is not to be suggested that 
direct aid can safely be aban- 
doned. There have been many 
illustrations, especially in 
early (Marshall Plan) days when 
it would be idle to suggest that 
some beneficiary countries 0 
through the formalities of sign- 
ing promissory notes. There is at 
least one which is more current: 


We have sent economic aid in the 9 


amount of $782 million to the 
Yugoslavs in the past eight years. 
During the entire period, the 
Kremlin has been attempting by 


every means from gaudy displiy 9 
of friendship, to threat, to bre:k 7 


the § 





Ta 















Tito economically. We have keot | 


him going and it is too early ‘o 
estimate the full extent of our re- 
turn. It is too early, for examp.e, 
to appraise the recent sessions 
between Tito and Nasser—meet- 
ings which certainly were not for 
the purpose of ushering Tito in‘o 
relationships he doesn’t 

with Moscow, or to sap 
strength from Egyptian national- 
ism to please Krushchev. Under 
a system of loans and credits, on 
a straight commercial 
many agree we might very well 
consider doing business 


need & 
the @ 
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basis, 0 


with F 


Nasser without adulterating the J 


nationalism of either  partici- 
pant. West Germany is engaged 
in this type of relationship now: 
German firms have invested more 
than $125 million in Egyptian 
business, with their own govern- 
ment guaranteeing the _ invest- 
ment. 

The West German operations 
in Egypt suggest that the plan 
being studied by the U.S. Nation- 
al Advisory Council has inviting 
potentialities. The Bonn Govern- 
ment reportedly is anxious to ex- 
pand its guaranteed investment 
program if others will share the 
risks—the method an 
tional Development Association 
would pursue. 

Mutual Security Program loans 
have fared about as poorly as 
World War I loans from the 
standpoint of nonpayment. But 
that is hardly a basis for rejec- 
tion of the method: financially 


the United States is no worse off, 7 


whichever the practice, and there 
is a realizeable gain in interna- 
tional friendships when no af- 
front to national dignity is in- 
volved. The status of outstand- 
ing loans as of the end of the 
1957 fiscal vear is shown in an 
accompanying tabulation. END 
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Reappraising 
The Aircraft Makers 





Continued from page 633) 


these models for both airlines and 
the military will be in full swing 
in 1959 and 1960. In addition, the 
company is broadening its over- 
all position in missiles. 

Now at 68, down from its 1956 
peak of 801, United Aircraft 
common continues to be one of 
the more attractive aircraft equi- 
tie. notwithstanding the fact 
tha’ the equity is behind two 
issies of convertible preferred. 

In summary the years 1957 
and 1958 have been years of great 
changes in the aircraft industry, 
and prospects are that there will 
be comparable changes in 1959 
and 1960 as the international 
technological race goes on. It will 
demand the most of the indus- 
try s best managements, as it is a 
race which the industry and the 
nation can hardly afford to lose. 

END 





Shipping and Shipbuilding 





Continued from page 637) 


activity well into 1961. There is 
no funded debt or preferred stock 
ahead of the approximately 420,- 
000 common shares outstanding. 
The balance sheet, as of June 30, 
1958, revealed a liquid financial 
position, with cash and securities 
alone equal to $25 per share. The 
company has already laid the keel 
for a guided missile frigate and it 
has on its books contracts for 
one additional frigate and four 
guided missile destroyers. 
Except for the captive ship- 
building yards of the Bethlehem 
Steel empire, Newport News Ship- 
building has the largest facilities 
in the United States available for 
ship construction and repair 
work. The company’s earnings 
record over the years has been 
good, considering the erratic na- 
ture of the industry and Newport 
News should receive its portion 
of the business from the expand- 
ed U. S. flag fleet replacement 
program. Recently, the company 
has been more aggressive in ob- 
taining Navy contracts and it was 
awarded construction of the 
country’s fourth atomic sub- 
marine, the previous ones having 
been built by the Electric Boat 
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Division of General Dynamics. 
The keel of the first nuclear- 
powered aircraft carrier was laid 
in the company’s yards in New- 
port News, Va. on February 4, 
1958. This carrier will be larger 
even than those of the Forrestal 
class with a standard displace- 
ment of 75,000 tons and the nu- 
clear propulsion system will re- 
quire eight reactors. Earnings of 
the company, for the second half 
of 1958, should show some im- 
provement over the $1.33 a share 
reported for the first half, as 
profits are recorded on a percent- 
age of completion basis. At the 
end of June this year, the unfilled 
contracts for new construction, 
repairs and all other work were 
estimated to aggregate $380 mil- 
lion, a 10% increase over the 
same period a year ago. The man- 
agement has indicated that the 
company’s large backlog of un- 
completed contracts provides a 
basic work-load into 1961. The 
anticipated receipt of additional 
contracts from defense appropri- 
ation and from the ship replace- 
ment program could result in an 
improvement in profit margins 
and increased earnings available 
for the common stock. On July 
30th. the Navy announced that 
the Company had been selected to 
build a Polaris missile-carrying 
submarine, subiect to acceptable 
contract negotiations, 

The somewhat unexpected re- 
duction of the parent company’s 
dividend quite naturally affected 
the market action of New York 
Shipbuilding and it is now selling 
close to its low for the year. Only 
20% of this company’s common 
stock is now held by the public, 
the balance being owned by Louis 
A. Wolfson’s Merrit, Chapman & 
Scott. Directors of the latter com- 
pany on August 6th reduced the 
40c quarterly dividend rate to 20c 
a share, in the interests of con- 
serving working capital funds. 
Earnings of ihe shipbuilding 
company, for the first half of this 
year, declined to 76c a share from 
$1.02 a year ago. However, the 
company does not start booking 
profits on its shipbuilding con- 
tracts until they have reached at 
least 50% completion. Inasmuch 
as a large volume of work on con- 
tracts wiil reach a 50% completed 
stage during the second half of 
this year, earnings for the period 
could improve. 

Todd Shipyards is one of the 
largest ship repair organizations 








in the world. Consolidated oper- 
ations include the building, repair 
and conversion of all types of 
ships as well as certain industrial 
work. The company is seeking to 
diversify its operations further 
by expanding its new ship con- 
struction facilities and the manu- 
facture of combustion equipment. 
Formerly, the market for the 
stock was rather thin, but this 
situation should improve with the 
recent 3 for 1 stock split. Unfor- 
tunately, the company does not 
report interim earnings and the 
situation is difficult to assess from 
the investment point of view. The 
stocks of the other shipbuilding 
companies, which already are 
well established in new ship con- 
struction would seem preferable 


Outlook for the Ship Operators 


Investors in the past have 
made money in the shipping 
stocks and will do so again, but 
certain factors should be pointed 
out to the neophyte. Complicated 
accounting systems, which the 
operators have to use because of 
the receipt of Government sub- 
sidies, tend to discourage invest- 
ment managers from recommend- 
ing the shares of the steamship 
companies. Consequently, these is- 
sues sell on a relatively generous 
yield basis and do not command 
a high price-earnings ratio. For 
instance, the common stock of 
United States Lines, which is the 
quality stock in the group, is cur- 
rently selling at less than five 
times 1957 earnings to yield al- 
most 7%. These factors in them- 
selves need not necessarily dis- 
courage investment in such stocks 
but it is important for those con- 
sidering their purchase to know 
of them. The ramifications of the 
various subsidy arrangements 
could not be spelt out here and to 
do so would be pointless. Suffice it 
to say that the American flag 
shipowner is well protected from 
foreign competition and that the 
companies should continue to 
maintain their present dividend 
rates, even though earnings this 
year will not be as good as those 
reported in 1957. However, divi- 


dend payments above present 
rates are not considered likely 
over the near term. While the 


Government is willing to provide 
most of the funds for the ship re- 
placement program, the lines 
themselves must raise some of the 
required capital expenditures. At 
this juncture, the equity shares 






649 











of the shipping companies appear 
more attractive for yield, rather 
than for worthwhile appreciation 
over the intermediate term. 

United States Lines operates a 
fleet of 53 cargo vessels and the 
two superliners, “United States” 
and “America.” The company has 
had a good record of earnings in 
recent years, even though earn- 
ings for the full year 1958 may 
fall below the $7.16 a share re- 
ported for 1957. Ample protection 
seems indicated for the $2 a share 
annual dividend rate, despite 
subsidy agreements which em- 
body certain restrictions. Legis- 
lation was passed recently which 
authorized the construction of a 
sister ship to the “America.” The 
Maritime Commission will build 
the ship at a cost of $115 million 
and sell it to the company for 
$47 million. In addition, U. S. 
Lines is scheduled to replace 44 
cargo vessels over the next ten 
years. It is expected that the com- 
pany will seek public financing 
for this extensive building pro- 
gram through the Government 
guaranteed mortgage route. 

American Export Lines, services 
routes from the East Coast ports 
to the Mediterranean and India. 
This company has been able to in- 
crease its revenues substantially 
since the end of World War II. 
Operations have been profitable 
and the company has been able 
to build up its statutory reserves 
where they lend support to its fu- 
ture expansion and replacement 
program. While earnings for the 
first half trailed those of the same 
period a year ago, it seems likely 
that, with the recession now wan- 
ing, earnings for the full year 
1958 will not fall considerably be- 
low the $8.09 a share earned in 
1957. At present levels, the stock 
is attractive for income, as the $2 
annual dividend rate appears well 
protected, 

Reflecting the sharp drop in 
trade ‘between U. S. ports and 
South America, the net earnings 
of Moore-McCormack Lines declined 
substantially during the first half 
of this year, compared with the 
same period of 1957 namely, to 
80 cents a share from $1.43 a 
share, a 44% drop. While the sec- 
ond half is expected to show some 
improvement, recent earnings 
raise doubts as te continuation of 
the present annual dividend rate 
of $1.50 a share. As the company 
is faced with the replacement of 
45 ships over the next twelve 
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years and will have the expense 
of putting two super-liners into 
service this year, it is planning to 
raise new capital through the 
government guaranteed mortgage 
method. The company has not had 
the growth record of the other 
ship operators and with a divi- 
dend cut threatened, near term 
appreciation prospects for the 
stock appear limited. 

A newcomer in the public mart 
appeared on the scene earlier this 
year. Last April an underwriting 
syndicate offered 400,000 shares 
of Lykes Bros. Steamship stock, the 
first public offering of this com- 
pany, which has operated in fore- 
ign trade since 1900. It has had a 
good operating record over the 
years, but it would seem advis- 
able for investors to wait until 
the issue becomes more seasoned 
before making commitments. 

In summary, the stocks of the 
shipbuilding companies offer the 
prospect of capital appreciation 
as the effect of the ship replace- 
ment program is felt, although 
patience will have to be exercised 
in the early stages. The equities 
of the ship operators should be 
bought for income rather than for 
capital gains, 
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(Continued from page 609) 
notable lack of sharp criticism. 
Some have found a minor detail 
subject to revision; some have 
suggested that the steps might 
better be in different sequence. 
The significant thing is this: here 
is the greatest forum for propa- 
ganda that Russia has had hand- 
ed to it in many years, but has 
been getting nowhere with it. 
Without domination, the Reds 
simply don’t know how to ma- 
neuver. Gromyko has the stage 
but the Soviet never got around 
to writing a script for this sort 
of play. And while its spokes- 
men stand around ineffectually 
improvising an act, the curtain 
seems to be coming down. The 
Arab States are stealing the 
show. 

Progress is being made. Ameri- 
ca’s position not only in the Free 
world, but also among the un- 
committed Nations is improving, 
while the Kremlin marks time, 
busy casting suspicious eyes on 


its comrades, its neighbors in 
the Middle East — behind the 
iron curtain — and in Russia 
itself. END 
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For Profit and Income 











(Continued from page 639) 


Private Planes 

Sales of private planes, especi- 
ally to business concerns with 
dispersed U. S. and/or foreign 
interests, are bound to benefit 
from recovery in economic activ. 
ity; and appear subject to consid. 
erable long-range growth. Piper! 
Aircraft has the biggest “‘content” 
(about 96%) of private-plane 
business. Military business is 
nominal. Due mainly to new- 
model development costs, profit] 
for the year ending September 307 
may be somewhat under the prior 
year’s peak $2.94 a share. It 
should rise considerably over ‘he 
next several years. The stock is 
a moderately priced speculation 
with merit. 


Black & Decker 


This company 
maker of portable electric tools} 


SN ite. nee. 


P 


largely used by repairmen, build.) | 


ing-trade workers, and home own- 
ers, as well as in many industria! 
plants. Hit by the business reces- 
sion, profit for the fiscal year 
through September 30 may be 
around a third under the prior 
year’s record $5.40 a share, des-7 
pite indicated current improve-7 
ment. Although competition has? 
increased in this field, the domes- 

tic and foreign markets still have! 
strong long-term potentials. Black| 
& Decker may well reach new} 
profit peaks within the next few] 
years; and is suitable for buying] 
on price dips. 


Westinghouse Electric 
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In operating margins and earn- 
ings, the record of this company 
compares unfavorably with that} 
of General Electric. Both are too! 
big to permit more than moder-| 
ate-growth under favorable busi- 
ness conditions. Peak net of West- 
inghouse was $5.36 a share as 
far back as 1950. It was $4.18) 
last year, and may be around 
$3.40-$3.60 for 1958. With excep- 
tion of $2.50 paid in 1954, divi- 
dends have been static at $2 since 


is around 61, off over 2 points 
net for 1958 to date. Its perform. 
ance has been inferior to that ol 
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1950. At this writing the stock} 2 


Compl. 
once b 


the industrial list for some years oan 
Our opinion is that it probably},,;,,; 


will continue on the disappoint-f ded, 


ing side. END 
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Our 3 New Recommendations 
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Diamond 
Chemicals 


Regular Quarterly 
Dividend on Common Stock 


The Directors of Diamond Alkali 
Company have on Aug. 21, 1958 
declared a regular quarterly 
dividend of 45 cents per share, 
payable Sept. 15, 1958 to hold- 
ers of common capital stock of 
record Sept. 5, 1958. 

DONALD S, CARMICHAEL, Secretary 

Cleveland, Ohio - Aug. 22, 1958 


DIAMOND ALKALI COMPANY 


Chemicals you tive by 














Trend of Events 





(Continued from page 608) 


Hence the realities of a difficult 
life in the Middle East have led to 
Machiavellian finesse in bribery 
—blackmail—double cross and 
political chicanery. They are the 
real forces that govern Arab re- 
lationships one with the other, as 
well as foreigners in other lands. 
Nasser is a part of this way of 
life, whether it be to use bribes 
large and small where they will 
do the most good, to buy adher- 
ents — or hire an 
and he cannot be trusted in the 
light of his vast ambition. 

Thus, to deal with the situation, 
the West must devise tactics with 
these realities in mind, or the 
Arab plan will turn out to be 
merely a scrap of paper. END 
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Reappraisal of the Oils 
Domestic and Global 





(Continued from page 629) 
Standard Oil (New Jersey): The 
largest oil company in the world 
with plans for expanding its mar- 


keting operations westward in 
the United States to minimize 
the effects of the Eastern Sea- 


board price cutting. (A-3) 


Standard Oil (Ohio): With the con- 
version of the little Big Inch pipe- 
line to petroleum products and 
the extension of the products line 
from the East coming in to this 
company’s area soon, it will make 
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for stiff competition in this ter- 
ritory and could hurt the profits 
of this company. (B-3) 

Sun Oil: The repeated successes 
in Venezuela by this company 
and its partners should benefit 


earning of Sun over the long 
term. (A-3) 
Sunray-Mid Continent: Company 


lacks growth in reserves and is 
moving to foreign field to com- 
pensate for this deficiency. (C-3 
Texas Company: One of the out- 
standing international oils with 
excellent growth prospects. (A-3) 
Texas Gulf Producing: Future 
growth of company will depend 
primarily on exploration efforts 
in Lybia. (B-3) 

Texas Pacific Coal & Oil: Company 
30%, owned by Sinclair, is ope- 





rated on a conservative basis | 
maintaining a strong financial § 
position. (B-3) 
Tidewater Oil: Import restrictions 
have prevented company from 
utilizing Neutral Zone crude oil 
originally planned for this com- 
pany’s new Delaware refinery. § 
Using domestic instead of for- 
eign crude has held earnings 
down. (C-3) 
Union Oil: Successful exploitation 
of shale properties in Colorado 
and a possible play in Alaska are 
the two most important projects 
planned by this company which 
may someday by owned by Gulf. 
(B-3 

The key to the ratings appears 
on page 628 under the subhead 
“Individual Company Ratings 
and Comments.” END 
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Executive’s Guide 
To Accounting 
By N. S. WITTNER, C.P.A. 

Many management decisions involve 
accounting considerations to a great 
degree. The executive who has a good 
working knowledge of accounting adds 
immeasureably to the intelligence and 
effectiveness of his decisions. 

Now a new book answers this im- 
portant executive need. Here shown 
for the first time is an easy way exec- 
utives, business people and others can 
rapidly acquire a good working knowl- 
edge of accounting without going into 
technical detail. 

The book is not a text. It does not 
deal with accounting for its own sake 

‘ it does not give you facility in 
bookkeeping or the like. All the tech- 
niques and principles are shown yrom 
the executive angle—how each can be 
used as an aid to better decision 
making and operational control—how 
each helps you better understand what 
makes your business “tick.” 

With simplicity as “he keynote, the 
author sets up a mythical corporation, 
shows the accounting life of this cor- 
poration for an entire vear shows 
each technique in a definite practical 
setting. From a simple double ertry to 
accounting for corporate property, 
debts, capital, inventories, each step 
in the accounting framework is built 
and analyzed. 

Five chapters cover financial] state- 
ments show how they are con- 
structed, how to analyze them, how to 
use them to spot weak areas and 
growth potential. With the insight 
these statements give, any executive is 
prepared to talk and act intelligently 
about where the business is going, 
where his department fits in, where to 
look for improvements. 

The chapters on capital stock and 
partnership capital, give both business- 
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men and corporate management he 
tools they need to deal effectively 
with matters of financing, debt struc- 
ture, and return on investment. 

All in all, 30 chapters present ac 
counting simply and thoroughly so 
that management people can quickly 
grasp the important meanings of ac- 
counting without wrestling with its 
inner technicalities. This book is : 
must for all who must make business 


decisions based on accounting infor- 
mation. 
Prentice Hall $7.50 


1958 Survey of Industrials 

Canadian corporations fared well in 
1957 in the face of some acute prob- 
lems, indicates the 32nd anual edition | 
of The Financial Post Survey of In- 
dustrials. Net earnings on the whok 
were only slightly below the recor 
levels of 1956 — and were highe: 
for a substantial number of companies 

The many hundreds of companies re- 
viewed in the Survey cover a wid 
variety of industries: manufacturing 
public utilities, pulp and paper, mer 
chandising, iron and steel, investment 
trust and mutual funds, banks, trus 
and loan companies, and transportatio! 
firms. 

Analysis of the annual reports of 292 
of these companies showed that net 
earnings before depreciation and taxes 
declined only 1.4% from 1956 peaks 
After all charges, net profits wert 
down 6.9%. 

The company reviews in the new 
1958 Survey include earning statements 
and balance sheets, working capital 
position, dividend history, funded debt 
head office adresses, directors and sub- 
sidiaries. Stock market prices aref 
shown in the eight-year record of the 
price range of Canadian industrial | 
stocks. All these features add to the] 
book’s value as a reference volume. 
Financial Post, Toronto $4.00 
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A Personal Service...For The Investor 





With Securities Worth $20.000 or More 


~ 

ei recession has bottomed out! Glad tid- 
ings of a pick-up in numerous companies is 
being welcomed. Yet, drab news of continuing 
slack — even further earnings decline is still 
appearing elsewhere. 


This is truly a time when every security you 
own will require careful reappraisal. 


You will want to sell or avoid issues that 
have now advanced to prices not justified by 
1958-59 prospects — issues that may be hit by 
the increased wave of 1958 dividend casualties 
— companies losing out in the competitive 
race. 


You will want to buy and hold companies 
financially strong with the managerial ability 
to secure a full share of defense orders, pub- 
lic works contracts, huge consumer spending. 
Their earnings-dividend outlook may also be 
brightened as beneficiaries of amazing new 
scientific achievements and_ technological 
achievements. 


With business and security prices in the 
throes of adjustment to new conditions, you 
have much to gain from Investment Manage- 
ment Service—which has successfully aided 
investors in markets of every type to protect 
and build their capital and income . . . looking 
to future financial independence. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your entire list— 
taking into consideration income, safety, di- 
versification, enhancement probabilities—to- 

- 2 ’ 
day’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous Revisions: 


Definite counsel is given on each issue in 
your account . . . advising retention of those 
most attractive for income and growth .. . 
preventing sale of those now thoroughly liqui- 
dated and likely to improve. We will point out 
unfavorable or overpriced securities and 


make substitute recommendations in com- 
panies with unusually promising 1958 pros- 
pects and longer term profit potentials. 


Close Continuous Supervision of All Holdings: 


Thereafter—your securities are held under 
the constant observation of a trained, experi- 
enced Account Executive. Working closely 
with the Directing Board, he takes the initia- 
tive in advising you continuously as to the 
position of your holdings. It is never necessary 
for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are given, 
together with counsel as to the prices at which 
to act. Alert counsel by first class mail or air 
mail and by telegraph relieves you of any 
doubt concerning your investments. 


Complete Consultation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts and 
original research sometimes offer you aid not 
obtainable elsewhere—to help you to save—to 
make money. 


Help in Minimizing Your Texes: 


We keep in mind the tax consequences of 
each transaction and help you to minimize 
your tax liability under the new tax provisions. 
(Our annual fee is allowed as a deduction 
from your income for Federal Income Tax 
purposes, considerably reducing the net cost 
to you.) 


4nnual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of your annual enrollment 
you receive our audit of the progress of your 
account showing just how it has grown in 
value and the amounts of income it has pro- 
duced for you. 








Tut information on Investment Management Service is yours for the asking. Our rates are 
based on the present value of securities and cash to be supervised—so if you will let us know 
the present worth of your account—or send us a list of your holdings for evaluation—we shall 
be glad to quote an exact annual fee ... and to answer any questions as to how our counsel 


can benefit you. 








INVESTMENT MANAGEMENT SERVICE 


A division of THE Macazine oF WALL Street. 4 background of fifty years of service. 
NEW YORK 4, N. Y. 


90 BROAD STREET 
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The American Tobacco Company gratefully acknowledges the 


Distinguished Service Award presented to its Research Laboratories 
by the Virginia Academy of Science. 


This is the first time that the Academy, with its more than 1,000 


members representing all branches of science in Virginia, has named 


rch laboratory for one of its highest honors 


an industrial resea 


FIRST IN CIGARETTE RESEARCH 


LUSKY STRIKE + PALL MALL «+ HIT PARADE + HERBERT TAREYTON DUAL FILTER TAREYTON 





AREYTON 





